—— 


SITORY LIBRARY MATERIAL 


Govemment 


P ublioations 


Fiscal Arrangements in the Eighties - 
Proposals of the Government of Canada 


3.1761 11555188 9 


WOOLY 


Presented by the Honourable Allan J. MacEachen 
Deputy Prime Minister and 
Minister of Finance 


November 1981 
a7 | 

Fw 

- 173) 


Ganga 


Pao 
Fiscal Arrangements in the Eighties - 
Proposals of the Government of Canada 


Presented by the Honourable Allan J. MacEachen 
Deputy Prime Minister and 
Minister of Finance 


November 1981 


Department of Finance Ministere des Finances 
a wt Canada anada 


‘ 
reg UO AN 


1c 
owes 4 


Table of Contents 


Page 
INtROGUCHIONT eerts cose ae nat erect enter: nae Meteo OEE Le AAR 1 
IOVEIVIEW ORE LeSeMtgAiraliGe nell oan ec, cua weine tevin su toes suektsoctaassunep tere 3 
Zap eiiSCal Ca lIZAulOMN! cece ceceteret me eeeree RR. cacetenc sn ctoah coos Weetd nit at gathers bewe ln 
Om LESLADISMEG Fe Ocha S, Telia li Ol: seer Mk crak seen de cory em I ae sae oh eh 20 
A SBIMCONIS mie Xa EL ANiIOMNIZ cal lO liaeasar sete y ete ai ck onc dere tay eld al sel caaesoatnetr eID 30 
5.”. The Proposals of the Governament:of Canada’ t)...avcsss montis iets: 35 
Sea iMancialultnpltCalONS OF MMe derOPOSaNS oer. c.cscsacecreee dolce ena cecesca seudecicseees see 42 
SONIC USO Iie a eee Ree Meer tec ac nr ce ee oe nde ul aide Os SL Ox ca teat hapten com wroteon cae 5, 


PAPC INC Dieter ties arte eect cone teen ari £5. he ahhh Gian ica aaiah cca Eysagumcunhianies 54 


List of Tables 


A-2 


A-3 


Total Federal Cash and Tax Transfers, by Province and by Major 
Program, Five-Year: Period trom! 1977-78itom 961-825 ae ant wen. 


Equalization Entitlements, Five-Year Period 1977-78 to 1981-82 .......... 


Funding of Health Care and Post-Secondary Education Under 
Established Program Financing, Five-Year Period 1977-78 to 
HOG HCO 2 taster er. Cen ene operons A BU patie Cert ooret Ee Or 


Revenue Guarantee Compensation Under the Established Programs 
Financing Arrangements, Five-Year Period from 1977-78 to 1981-82 .. 


Estimates of Equalization Payments Under the Proposed Formula, 
Ne Lopeete eM Koln Stal ohio W Girone etme) Ment ame Magn) PL es noc Real 7p nn aeeae Oe NOE SOY ay 


Estimated Federal Contributions for Health Care and Post-Secondary 
Education Under the Established Programs Financing Arrangements, 
1OB2-BSi1O MOSG-G reer ore Bee Let Pe Rr) AO Ree Rat ae 


Estimated Increase in Provincial and Territorial Revenues from Tax 
Changes Proposed in the Budget, 1981-82 and 1982-83 to 1986-87 .. 


Estimated Savings by the Federal Government 1982-83 to 1986-87 .... 


Net Impact on Provincial and Territorial Revenues of Budget Tax 
Changes and Proposed Savings by the Federal Government ................ 


Federal Transfers to Provinces Under Existing Arrangements, 
1977-78 to 1981-82, and Under Proposed Arrangements, 1982-83 to 
NOS OID [er Wea 6 eo eet ee cer ah te secre ueh anes caet ten eras tas. ee 


Estimated Increases in Provincial and Territorial Revenues from 
BUGUE Tae Ol aUeS tutte crt Mee ere te ake an eat cui ee  mtenc: 


Estimated Impact of Proposed Federal Savings on Provincial and 
hemiterial, REVeNUCSSHO82-03 1001 900-87 \aia.5. how ek Eee ee te 


Estimated Net Effect of Budget Tax Changes and Proposed Federal 
Savings on Provincial and Territorial Revenues, 1982-83 to 1986-87 .... 


Digitized by the Internet Archive 
in 2022 with funding from 
University of Toronto 


https://archive.org/details/31/761115551889 


Introduction 


Every five years the Government of Canada undertakes a general review of the 
federal-provincial fiscal arrangements in consultation with the provinces. This 
document outlines the proposals which the government will discuss with 
provincial governments over the coming months. These discussions, and 
subsequent debates in Parliament, will determine the revisions to the 
Federal-Provincial Fiscal Arrangements and Established Programs Financing Act, 
1977 which should be enacted by April 1, 1982. Parts | and Il of that Act 
provide legislative authority for equalization and stabilization payments to the 
provinces. That authority expires and must be renewed. Effective April 1 of next 
year, Parliament may also amend Part VI of the Act governing the established 
programs financing arrangements. 


The impending revision of the fiscal arrangements has been the subject of 
federal-provincial consultation and public discussion for almost a year. In my 
last budget, | announced the government'’s intention to moderate, after April 1, 
1982, the rate of growth of cash transfers to the provinces in the Social Affairs 
Envelope. Preliminary discussion of the government’s approach to the revision 
of the fiscal arrangements began at the Federal-Provincial Conference of 
Finance Ministers and Treasurers held in Ottawa on December 19, 1980. 
Deputy ministers of finance met twice, in Montreal on February 4-5, 1981 and in 
Banff on April 13-14, to pursue these consultations and provide direction to a 
sub-committee of officials. This sub-committee, which had held a preliminary 
meeting on June 3, 1980, met on February 25-26, March 26-27 and June 4, 
1981 to review major components of the arrangements. 


On February 5, 1981, a Parliamentary Task Force was established to examine, 
in the context of the government’s expenditure plan set out in the October 28, 
1980 budget, the programs authorized by the Federal-Provincial Fiscal 
Arrangements and Established Programs Financing Act, 1977, as well as the 
Canada Assistance Plan. The Task Force held hearings in Ottawa and in all 
provinces during the months of April, May and June. | appeared before the Task 
Force on April 23rd and outlined in some detail the federal approach to the 
revision of these arrangements. My colleagues, the Minister of National Health 
and Welfare and the Secretary of State, also appeared before the Task Force 
and served notice of the government’s intention to review with provinces the 
program aspects of the established programs financing arrangements. The Task 
Force made public its report, Fiscal Federalism in Canada, on August 31, 1981. 


In early summer, | visited most provincial capitals to consult with provincial 
finance ministers on the economy and the fiscal arrangements. Since the 
beginning of the year, provincial governments have also consulted among 
themselves on the fiscal arrangements. A report prepared by provincial finance 
ministers provided the basis for a communiqué on the subject issued by the 
premiers following their twenty-second annual conference in Victoria last 
August. 


These consultations and public discussions, as well as the report of the Task 
Force, have all assisted the government in the critical task of reviewing current 
arrangements and formulating the proposals outlined in this document. They 
have clarified basic issues and brought to light a degree of convergence, if not 
yet of concurrence, between the positions of the federal government and the 
provinces. 


The government’s proposals attempt to reconcile two imperatives. One is the 
pursuit of the national goals which are embodied in the federal-provincial fiscal 
arrangements. The first goal is equalization, a cornestone of Canadian 
federalism to which the government remains firmly committed. The second is 
the maintenance in all parts of Canada of basic social programs like health 
insurance and post-secondary education. The third is the preservation of a 
reasonable degree of harmonization in the income tax fields. 


The second imperative is budgetary. The goals pursued through the fiscal 
arrangements are essential ones, but they are just one part of the 
responsibilities of the federal government. It is no less essential for the 
well-being of all Canadians that sufficient resources be allocated to the other 
basic functions which the Constitution places under the authority of Parliament. 
In other words, the national government must constantly make choices in the 
allocation of scarce resources among a wide range of competing priorities. 
These choices inevitably become more difficult when the long-term economic 
well-being of Canadians prescribes expenditure restraint. 


As | have stressed in my budget speech, the essential thrust of the government’s 
economic strategy is restraint tempered with equity. The nature of the tax 
changes and expenditure reductions | have proposed demonstrates that these 
are not empty words. Restraint will apply broadly across the range of federal 
expenditures, but there will not be indiscriminate cutbacks. Likewise, the 
restraint which must apply to federal transfers to provinces has to be tempered 
with equity. Provincial governments have enjoined us to reduce the federal 
deficit, but not to do so at their expense. The Parliamentary Task Force has 
urged that adequate funding continue to be provided for basic social programs. 
| have taken heed of these counsels, which are reasonable ones. In return, | ask 
that our proposals be examined in the context of the government’s overall 
budget strategy, which is also reasonable. 


The proposals outlined in this document limit as much as possible the impact of 
federal restraint on provincial finances and provide the basis for arrangements 
which should be acceptable to all parties involved. This would have been 
impossible if our proposals had been formulated outside the budgetary 
framework, when our expenditure planning was still preliminary and our revenue 
Prospects uncertain. | am now able to put forward proposals which, while 
reducing transfers to provinces, will maintain federal support for health care and 
post-secondary education. Consultations soon to be initiated by my colleagues, 
the Minister of National Health and Welfare, the Secretary of State and the 
Minister of Employment and Immigration, will complement my own discussions 
with provincial ministers of finance. These consultations will seek to ensure that 
national health standards are effectively maintained and that federal funding of 
post-secondary education and human resources development is consistent with 
the economic, social and cultural needs of Canada as a whole. 
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Overview of Present Arrangements 


Before suggesting how the present federal-provincial fiscal arrangements might 
be adjusted to meet the requirements of the 1980s, it is useful to review what 
they are and how they work. The proposals outlined in this document focus on 
fiscal equalization, established programs financing and income tax 
harmonization. This review, therefore, deals mainly with the provisions of the 
Federal-Provincial Fiscal Arrangements and Established Programs Financing Act, 
1977. 


The Government of Canada considers intergovernmental fiscal relations to be a 
central and irreplaceable feature of our federal system. They provide 
mechanisms whereby the flexibility required for effective government is 
introduced in the division of taxing, spending and legislative powers prescribed 
by the Constitution. They allow joint or co-ordinated action to sustain our 
political and economic union and ensure effective social and economic 
programs. The mechanisms developed to pursue these common objectives fall 
into three broad categories: economic and fiscal policy co-ordination, 
intergovernmental transfers and tax harmonization. 


Arrangements for economic and fiscal policy co-ordination are not formalized 
and do not have a legislative basis, but they nevertheless play an important role 
in the joint management of the economy and the periodic review of tax 
harmonization issues and intergovernmental transfer programs. Central to this 
co-ordination mechanism are the federal-provincial meetings of finance 
ministers held at least once a year, usually prior to budget time, to review the 
economic situation and fiscal outlook. A continuing committee of officials deals 
with technical issues and prepares a common set of economic assumptions and 
fiscal projections for ministerial consultations. Thus, our 11 governments can 
prepare their budgets and make adjustments in their broad economic policies 
on the basis of commonly available economic assumptions and fiscal 
projections. 


Tax harmonization arrangements allow the federal government and the 
provinces to exercise their respective taxation powers in a way that maintains a 
reasonable degree of harmony and minimizes the complexity of the income tax 
system. It also reduces significantly the cost of collection to governments and of 
compliance to taxpayers. This is achieved mainly through tax collection 
agreements under which the federal government collects the personal income 
taxes levied by all provinces and territories except Quebec, and the corporate 
income taxes of all provinces and territories except Ontario, Quebec and 
Alberta. In spite of the enormous transactions involved, many Canadians remain 
largely unaware that administration of the tax collection agreements requires 
close and continuous co-operation between our two orders of government. 


The third and best known feature of federal-provincial fiscal relations is the 
intergovernmental transfers system. The federal government makes cash and 
tax transfers to provincial governments for a variety of purposes. The most 
important are made under the Federal-Provincial Fiscal Arrangements and 
Established Programs Financing Act, 1977 (hereafter referred to as the Fiscal 
Arrangements Act). This Act authorizes the federal government to make fiscal 
equalization payments and established programs financing (EPF) transfers. 
Fiscal equalization payments are made unconditionally to financially 
disadvantaged provinces which would otherwise lack the means to provide a 
reasonable level of public services to their residents. The EPF transfers provide 
a large part of the financing for provincial hospital care, medicare and 
post-secondary education programs. 


In addition, the Fiscal Arrangements Act authorizes the federal government to 
make fiscal stabilization payments to any province whose revenues after 
equalization suffer a year-over-year decline due to serious economic difficulties. 
The Act also contains provisions protecting provinces against a decline in 
personal income tax revenues directly caused by changes in the federal income 
tax for which they cannot adjust in the same taxation year. This provision 
applies to all provinces in the tax collection agreement system and to others 
who maintain their income tax legislation in harmony with that of the federal 
government. Other matters provided for by the Fiscal Arrangements Act are 
reciprocal taxation arrangements with six provincial governments and special 
contracting-out arrangements with Quebec. 


Many other transfers are made to provinces, the major ones being payments 
under the Canada Assistance Plan, economic development and bilingual 
education programs. But equalization payments and EPF cash transfers 
account for the bulk of all federal payments to provinces: about $10 billion, or 
75 per cent of all federal payments to provinces in fiscal year 1981-82. In 
addition, EPF tax transfers reduce federal revenues by approximately 

$4.4 billion from what they would otherwise be. The accompanying charts and 
tables illustrate the significance of federal transfers to provinces during the 
five-year period from 1977-78 to 1981-82. 


Chart 1 


OVER THE FIVE-YEAR PERIOD ENDING MARCH 31, 1982 A TOTAL 
OF $78 BILLION WILL HAVE BEEN TRANSFERRED IN CASH AND 
TAX TO THE PROVINCES. FEDERAL TRANSFERS ENSURE TO ALL 
CANADIANS A RANGE AND LEVEL OF PROVINCIAL SERVICES 
COMPATIBLE WITH NATIONAL GOALS. 


ig Canada Assistance Plan 
9.5 billion 


Economic Development 
2.1 billion 


/7—— Other 4.4 billion 


Bilingualism in Education 
1.0 billion 


EPF Health & Post- 3 
Secondary Education a Equalization 


41.9 billion VW 16.4 billion 


EPF Revenue Guarantee 
Compensation 2.8 billion 


Note: All transfers amount to $78 billion. 


Source: Table 1. 


Chart 2 


FEDERAL TRANSFERS HAVE BEEN DISTRIBUTED AMONG PROVINCES 
ACCORDING TO THEIR POPULATION AND RELATIVE CAPACITY TO 
RAISE REVENUES (1) 


New Brunswick 3.6 billion 


Nova Scotia 4.3 billion 
Prince Edward Island 0.8 billion 


Newfoundland 3.4 billion 


British Columbia 6.7 billion 


Quebec: 26.3 billion 


Ontario 20.6 billion Alberta 5.3 billion 


Saskatchewan 2.8 billion 


eas Manitoba 4.2 billion 


(May transfers amount to $78 billion over the five-year period ending March 31, 1982, 


Source: Table 1. 


Table | 


Total Federal Cash and Tax Transfers, by Province and by Major Program, 


Five-Year Period from 1977-78 to 1981-82 


ERE EPF Canada Economic 
(health and (revenue Equaliza- Assistance develop- 
Province PSE)2) guarantee) 2) tion Plan ment 
(millions of dollars) 
Nfld. 849.8 Sieo 5753.9 229.9 276.4 
Pee 178.7 WA 411.1 525 1142.4 
N.S 1,346.7 90.9 2, LOS 283.2 220.4 
N.B 1,079.2 KEG G74 336.6 258.2 
Que 11,116.8 745.9 8518;655 3,060.7. 764.6 
Ont 15,496. 1 1,047.7 — 2,347.3 126.3 
Man 1731-4 116.4 1,620.5 312.8 WUE: 
Sask 1,646.5 VALS 242.2 314.8 94.9 
Alta. 3,806.4 Zo2-5 — 675.5 46.2 
Bae: 4,675.9 320.0 — W223i 98.2 
Total 41, 927.5 QT Tf 16;352°5%5 9/4574 2,142.6 


Bilingua- 
lism in 
education Other 
Use 194.6 
3.4 43.1 
13.9 PSO 
65.9 134.2 
SALT 946.4 
PENS). 5) 1,336.0 
19.8 280.7 
7.4 343.9 
17.6 S227 
Pils 65) 1] 63 
996.8 4,367.9 


Total 


3,369.4 
843.1 
4,303.2 
3,620.2 
26,330.7 
20,588.9 
4,196.9 
2,161.3 
5,320.9 
6,703.8 


78,038.4 


Sn Renee 


“) Post-secondary education. 
2) Excludes equalization associated with established programs financing 


Chart 3 


MORE FEDERAL ASSISTANCE IS PROVIDED TO 
PROVINCES WITH LESS CAPACITY TO RAISE REVENUES 


Federal Transfers per Capita 1979 - 80 


1500 Dollars Per Capita 


1000 
500 
0 i 
P.E.1. NFLD. N.S. N.B. QUE. MAN. SASK. B.C. ALTA. ONT. 
Capacity to Raise Revenues 1979 - 80 
(as a percentage of all-provinces average) 
300 Per Cent 
200 
100 
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Source: Department of Finance. 


Chart 4 


FEDERAL TRANSFERS ACCOUNT FOR A MUCH 
LARGER PROPORTION OF TOTAL PROVINCIAL 
REVENUES IN FINANCIALLY DISADVANTAGED 
PROVINCES (1) 
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(1) Federal cash transfers as a share of gross provincial and local revenues, 
1979-80. 


Source: Department of Finance. 


Chart 5 


IN 1980 CASH TRANSFERS TO PROVINCIAL GOVERNMENTS 
ACCOUNTED FOR OVER 20 PER CENT OF FEDERAL SPENDING 


Goods and 
Services 
22.6% 


Other 13.1% 


Interest on 
Public Debt. 
15.9/% 


Transfers 


to Provinces 
21.1% 


Transfers 
to Persons 
27.3% 


Note: \n addition to cash payments the federal government has made tax transfers to 
provinces estimated at $4.7 billion in 1980-81; these had the effect of reducing federal 
revenues by about 9 per cent from what they would otherwise have been. 


Source: Statistics Canada, National Income and Expenditure Accounts. 
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Fiscal Equalization 


For 25 years the federal government has been making equalization payments to 
financially disadvantaged provinces enabling them to provide a reasonable 
standard of public services to their residents. There has been widespread and 
continuing public support for equalization since it was introduced by the St. 
Laurent government in 1957. This support has come from all parts of Canada, 
including Alberta and British Columbia, which have not received payments for 
many years, and Ontario, which has never received equalization. Support for the 
program has led over the years to successive measures enlarging it beyond its 
initial and fairly modest provisions. 


The present system of equalization was introduced in 1967-68. The Honourable 
Mitchell Sharp, Minister of Finance at that time, described the proposed new 
system at a federal-provincial conference of finance ministers in September 
1966, and referred to the need for a comprehensive equalization program: 


“... $0 that all provinces are able to provide to their citizens a reasonably 
comparable level of basic services, without resorting to unduly burdensome 
levels of taxation’’. 


This statement of purpose has been reiterated by successive ministers of 
finance. Equalization payments have always been unconditional. The federal 
government has never sought through equalization to bring about uniformity or 
equality of provincial and local public services across the country. Rather, the 
federal government has attempted to put financially disadvantaged provinces in 
a position where they could, if they wished, provide public services at levels 
generally regarded as reasonable in relation to the levels prevailing in other 
provinces. 


How Equalization is Determined 


Equalization payments have been determined by means of a formula since their 
inception. While the purpose of the program has been to ‘‘equalize’’ to some 
specified level the ability of provinces to provide public services, it has never 
been technically feasible to make satisfactory interprovincial comparisons of the 
costs of, and needs for, public services. One has only to ask how salaries and 
wages and construction costs should be compared among provinces, or what 
relative provincial needs are for welfare, roads or economic development, to 
appreciate the complexity of the problem. Consequently, successive 
equalization formulas have always been based on comparisons of provincial 
capacity to raise revenues, which are technically feasible. Through equalization, 
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the federal government, therefore, seeks to ‘‘equalize’’, that is, raise to a given 
standard, the capacity of financially disadvantaged provinces to obtain 
revenues. 


The equalization formula has two basic elements. The first is the measurement 
of provincial capacity to raise revenues by taxes and levies of various kinds, or 
fiscal capacity. The second is the definition of the level, or standard, to which 
potential provincial revenues, based upon such capacity, should be raised. 


Capacity to Raise Revenues 


Since 1967-68, provincial fiscal capacity has been compared by means of a 
“representative tax system’’. Such a system is constructed from the various 
taxes and levies imposed by the provinces. A separate measure of capacity is 
used for each source of revenue. The fiscal capacity of each province is 
measured by estimating the total per-capita revenues which each province 
would raise by applying average provincial rates of taxation to its tax bases, as 
defined by the system. 


The revenues included in the representative tax system under the present 
formula consist of provincial taxes of all kinds on income and consumption 
along with revenues from motor vehicle licenses, health insurance premiums, 
succession duties, payroll taxes and a wide variety of other taxes and revenue 
sources. Also included are portions of provincial revenues from natural 
resources, provincial-local revenues from property taxes, and federal revenues 
shared with provinces. Revenues from oil and gas land sales, half of other 
revenues from non-renewable resources, and property taxes levied for municipal 
purposes, are excluded. 


The Standard of Equalization 


The standard of equalization has also been defined by reference to the 
representative tax system. The current standard is the per capita yield of this 
system in all provinces. Any province whose yield from the system is below the 
standard is entitled to an equalization payment which raises its revenues to the 
standard. 


Chart 6 illustrates how the present equalization formula works based upon data 
for 1981-82. The per capita fiscal capacity of each province under the 
representative tax system is shown by the unshaded portion of its vertical bar. It 
can be seen that fiscal capacity varies from a low of $1,076 in Prince Edward 
Island to a high of $3,556 in Alberta. The equalization standard is the average 
per capita yield of the representative tax system in the 10 provinces, namely 
$1,921. This is obtained by dividing the actual revenues of the 10 provinces 
from the sources that make up the representative tax system, by the population 
of the 10 provinces: 


$46,338 million = $1,921 
24,124,400 


Six provinces have a per capita yield from the representative tax system below 

the standard of $1,921. Equalization payments, therefore, bring them up to that 
level. The equalization payments are shown by the shaded portions of the bars. 
All provinces receiving equalization are raised to the same per capita level. This 
explains why the program is said to ‘‘equalize’’ provincial revenues. 


Chart 6 


HOW EQUALIZATION WORKS UNDER THE PRESENT 
FORMULA (1981-82) 


Dollars Per Capita 
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(NE xcludes capacity in respect to revenues from oil and gas land sales,half of other 
revenues from non-renewable resources,and property taxes levied for municipal 
purposes. 


Source: Department of Finance, 
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Chart 6 shows that the fiscal capacity of Ontario, as measured by the 
representative tax system, is slightly below the standard. However, no 
equalization is paid to Ontario because of a legislative provision precluding such 
payment to any province whose personal income per capita exceeds the 
average for all provinces. This provision was added to the formula by Bill C-24 
approved by Parliament in February 1981. This bill reflected the prevailing view 
that Ontario had sufficiently productive tax bases to finance a reasonable level 
of public services without equalization payments. 


The remaining three provinces, Alberta, British Columbia and Saskatchewan, 
have fiscal capacity exceeding the standard. They do not qualify for 
equalization, but their higher revenue potential is not taken away from them. 
Even after equalization is paid, these three provinces retain a fiscal advantage 
over other provinces. 


Table 2 presents the most recent estimate of equalization entitlements, by 
province, for the five-year period from 1977-78 to 1981-82. 


Table 2 
Equalization Entitlements, Five-Year Period 1977-78 to 1981-82 
Province Entitlement 
(millions of 
dollars) 
Newfoundland ley4 
Prince Edward Island 411 
Nova Scotia P| SF: 
New Brunswick 1,673 
Quebec S259 
Manitoba 1,621 
Saskatchewan") 242 
Total 16,359 


(1) Saskatchewan had entitlements to equalization for the four years from 1977-78 to 1980-81. 
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The Positions of the Provinces 


The most recent provincial statement about equalization appears in the 
communiqué issued by the premiers following their twenty-second annual 
conference in Victoria last August: 


“The Premiers agreed that a strong equalization program must remain a key 
element in the federal-provincial fiscal arrangements. Equalization enables 
provinces to provide comparable levels of public services without having to 
resort to unduly burdensome levels of taxation. 


The Premiers agreed that a representative tax system for calculating 
equalization payments is the most appropriate system. The Premiers did, 
however, identify and discuss a number of issues that have emerged within 
the existing system, which have resulted in a number of ad hoc changes 
introduced by the federal government in recent years’’. 


Provinces receiving equalization, and most notably the Atlantic Provinces, have 
repeatedly stressed the importance of the program. A recent example is set out 
in the submission of the Government of New Brunswick to the Parliamentary 
Task Force on Federal-Provincial Fiscal Arrangements: 


‘The most important means by which the national heritage is maintained and 
enhanced in Canada is through the current fiscal equalization program. This 
program is widely supported by Canadians and provincial governments. 


New Brunswick supports the fundamental importance of the equalization 
program. The current representative tax system of equalization has served 
Canada well and should be retained. ..’’. 


Specific views expressed by individual provinces have related to such matters 
as the eligibility of Ontario for equalization, the possibility of “‘over-equalization’’ 
if Ontario can qualify, the desirability of taking account of expenditure needs, 
the inclusion of municipal revenues from taxation, the treatment of natural 
resource revenues and the so-called ‘‘disincentive effects’’ of equalization on 
provincial efforts to improve regional economies. 


The treatment of Ontario was raised by the government of that province ina 
1980 Ontario budget paper. The paper questioned whether Ontario’s fiscal 
capacity was below average, asserted that its public services were not below 
average, and suggested that a formula which resulted in Ontario being eligible 
might well be too generous and result in ‘‘over-equalization’”’. It concluded that 
there was a clear and urgent need to review the formula. Somewhat similar 
themes were reiterated in the 1981 Ontario budget, but with increased 
emphasis on the objection to being excluded by means of ‘‘special case 
principles’. The Government of British Columbia, in commenting on this issue in 
its March 1981 budget, stated: 


‘... the national equalization program must be examined. We have to insure 
a secure source of fiscal resources in less prosperous provinces but, equally, 
we must avoid the absurd situation where a province as economically strong 
as Ontario qualifies for equalization payments’. 


Views of the Parliamentary Task Force 


In its analysis of present fiscal arrangements, the Parliamentary Task Force 
accepts as a basic premise that ‘*. . . continued adherence to the principle of 
equalization must form a key element of any successful federal structure. ..’’. It 
also agrees that fiscal equalization should continue to be pursued through 
unconditional federal payments to provinces and that its basic purpose should 
be to ensure comparable levels of public services at comparable levels of 
taxation. 


Having examined various methods of measuring provincial fiscal capacity, the 
Task Force concludes that the representative tax system approach used since 
1967 is “‘conceptually superior’ because it better reflects the actual tax 
practices of the provinces. As a means of improving the ‘‘representative’’ nature 
of the system, the Task Force recommends that property taxes for municipal 
purposes be brought into the formula. 
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One proposal from the Task Force deals with the treatment of natural resource 
revenues. The report states that ‘‘. . . resource revenues should be included in 
the formula only to the extent that they are used to finance what might be 
considered normal provincial services .. .’’. It refrains from making specific 
recommendations on this subject because of lack of information on the 
resource revenues that could accrue to the oil and gas producing provinces in 
coming years (the report was completed before the conclusion of the energy 
agreement with Alberta). However, it suggests that perhaps one way of dealing 
with the resource revenue issue would be to treat all resource revenues “’.. . as 
if they were personal income tax revenues, or revenues from business income, 
or a mixture of both. ..’’. The Task Force notes that the effect of this solution 
would be ‘‘.. . to reduce substantially the amount of equalization currently paid 
with respect to resource revenues .. .’’, and to delay “.. . at least for a few 
years, Ontario’s eligibility for equalization . . .”’. Finally, it recommends the 
removal of the provision preventing Ontario from receiving equalization. 


The Federal Government’s Perspective 


The federal government’s perspective on the equalization program is in many 
ways similar to the views held by the provinces and the Parliamentary Task 
Force. The government is of the view that equalization is a basic national priority 
and that payments to provinces with a low fiscal capacity must be maintained at 
a level sufficient to fulfill the program’s purpose. It has also concluded that the 
most equitable distribution of payments among provinces would be achieved if 
the program continued to be based on a representative tax system. The 
government also thinks it would be desirable to bring municipal revenues from 
taxation into this system and to avoid ad hoc changes in the formula. The views 
put forward by the provinces and the Parliamentary Task Force on these 
matters have been constructive and helpful. 


There are, however, fundamental issues about equalization which have not been 
explicitly addressed by either the provinces or the Task Force even though they 
are basic to any redesign of the program. These issues are the measurement of 
provincial fiscal capacity and the definition of the standard of equalization. 


Measurement of Fiscal Capacity 


Provincial fiscal capacity is compared by means of a representative tax system 
consisting of various taxes and levies that are imposed by provincial and local 
governments. This system provides an accurate interprovincial comparison of 
capacity for each tax that is included in the system. However, large portions of 
natural resource levies and of local property taxes continue to be excluded. 
Consequently, the present system does not provide as comprehensive a 
measure of fiscal capacity as it might. 


The equalization formula has never included all provincial and local revenues. 
From the very start of the present system, in 1967-68, local government 
revenues from taxation were excluded. The portion of local property taxes 
levied for school purposes was brought into the formula in 1973-74. Since then, 
the trend towards broadened revenue coverage has been reversed. The 
unprecedented increase in the world price of oil which began in 1973 caused 


the revenues of the oil and gas producing provinces to rise very rapidly. This 
would have triggered a very large increase in payments because the fiscal 
capacity associated with oil and gas was confined to three provinces and 
because the formula then included natural resource revenues in full. The 
resulting equalization payments would have far exceeded the cost to provinces 
of providing a reasonable level of public services. 


The federal government, therefore, took steps to reduce the weight of natural 
resource revenues in the formula. The first reduction was made in 1974-75, 
when two-thirds of the provincial revenues from oil and gas attributable to 
higher prices were excluded. This provision was changed in 1977-78, when it 
was stipulated that only half of all oil and gas revenues would be equalized. This 
limitation was extended to all revenues from non-renewable resources. In 
addition, a provision was added to ensure that equalization associated with 
natural resource revenues did not exceed one-third of total equalization in any 
year. 


Oil and gas revenues continued to increase during the course of the fiscal 
arrangements for the period 1977 to 1982, initially because of oil and natural 
gas discoveries in western Canada, and subsequently because international 
disturbances greatly increased the world price of oil. The immediate results were 
an enormous and unforeseen increase in provincial revenues from oil and gas 
land sales and the equally unforeseen eligibility of Ontario for equalization. 
These developments led to Bill C-24, which has further reduced the portion of 
oil and gas revenues included in the formula by taking out revenues from oil and 
gas land sales. 


The recently concluded energy agreements between the federal government 
and the producing provinces indicate that the effects of rising energy prices on 
the equalization formula have not yet run their course. Consequently, further 
adjustment will be required. If the method used from 1974 to 1981 were to be 
continued, the portion of natural resource revenues subject to equalization 
would have to be reduced again. The progressive withdrawal of natural resource 
revenues from the formula has made the measurement of fiscal capacity less 
comprehensive, and this would be aggravated by further withdrawals. 
Consequently, the government is of the view that natural resource revenues 
should be brought back in full, as part of a move towards an improved formula 
with a comprehensive measure of fiscal capacity and a new standard of 
equalization. Municipal revenues from taxation should also be brought into the 
measure of fiscal capacity. 


Definition of the Standard 


The standard of equalization used since 1967-68 has been the average 
per-capita yield of a specified set of revenue sources in all provinces. Because 
no equalization has been paid in respect of revenues excluded from the formula, 
the fiscal capacity of recipient provinces cannot be said to have been raised to 
the ‘‘national average”’ in respect of all provincial-local revenues. 


If all provincial-local revenues were to be brought into the determination of fiscal 
Capacity, it would be necessary to establish a new standard of equalization. 
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One possible way to set the new standard would be by reference to one or more 
provinces able to provide an adequate level of provincial and local services by 
means of a reasonable level of taxation without equalization payments. Ontario 
and the three westernmost provinces are the obvious candidates. Because of 
their very high resource revenues, however, the three westernmost provinces are 
now able to provide high levels of public services while accumulating large 
surpluses and maintaining relatively low levels of taxation on their residents. 
Indeed, equalization to the level of British Columbia’s or Saskatchewan's fiscal 
capacity would require payments of $16.7 or $14.7 billion respectively in 
1982-83, and would more than triple the cost of the program. Equalization to 
the level of Alberta, the top province, would cost a staggering $98 billion, 
considerably more than total federal outlays planned for that year. Equalization 
to the national average with a comprehensive measure of capacity would 
require total payments in 1982-83 of $10.2 billion, with Ontario receiving 

$2.6 billion. 


On the basis of public services and taxation levels, therefore, Ontario appears to 
be the most suitable reference province for determining an adequate 
equalization standard. Adoption of a lower standard would not meet the 
purpose of the program. For example, equalization to the level of Quebec, the 
province ranking next to Ontario in fiscal capacity, would make that province 
ineligible and reduce total payments to about $950 million in 1982-83. 


The basic premise underlying the adoption of an Ontario standard with a 
comprehensive measure of fiscal capacity is that this province is able and will 
continue to be able to provide its residents with a satisfactory level of public 
services by imposing average rates of taxation upon its own bases as defined in 
the representative tax system. This premise should be given careful 
consideration. It seems appropriate to the Government of Canada. It may be 
argued that Parliament implicitly accepted this premise, earlier this year, when it 
adopted Bill C-24 that currently excludes Ontario from equalization. Presumably 
this would not have been done if Parliament had felt that Ontario would be 
unable to provide its residents with a reasonable level of public services without 
equalization payments. Ontario has a fiscal capacity that is considerably higher 
than that of all other provinces except those producing oil or gas. This has 
enabled it to achieve a good level of public services and to accumulate a 
relatively large stock of social capital. Moreover, the structure of Ontario's 
revenue sources approximates those of the equalization-receiving provinces 
much more closely than the all-province average, or the average for any other 
set of provinces that includes those producing oil and gas. 


lf an Ontario standard were to be used, any province that levied national 
average rates of taxation could have a level of equalized revenues per capita, 
calculated with reference to the representative tax system, equal to the per 
capita revenues which the provincial and local governments of Ontario would 
derive by applying average rates of taxation to Ontario tax bases. 


Fiscal Stabilization 


A program closely related to equalization is fiscal stabilization. This program 
protects each province against a year-to-year decline in revenues caused by 
adverse economic circumstances in the province or the country as a whole. It is 
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determined with reference to provincial revenues that are subject to equalization 
plus provincial revenues (if any) from equalization. The revenues of each 
province from these sources are compared each year with those for the 
immediately preceding year and, if there is an absolute decline after adjustment 
to offset the effects of changes in tax rates or structures, the province is entitled 
to a stabilization payment. The adjustment for tax changes is made to prevent a 
province from qualifying for stabilization simply by lowering tax rates or 
increasing exemptions. A threshold was added in 1977-78 so that the program 
is applicable to natural resource revenues only to the extent that a 
year-over-year decline exceeds 50 per cent. No payments have ever been made 
under this program because provincial revenues have been rising steadily each 
year. However, it is potentially valuable in the event of a severe economic 
downturn and assists provinces in raising funds on capital markets. 
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Chapter 3 


Established Programs Financing 


Established programs financing (EPF) is authorized by Part VI of the Fiscal 
Arrangements Act. Tax and cash transfers serve two distinct purposes: 


e to fund health care and post-secondary education programs, and 


e to compensate for the 1972 tax reform revenue guarantee. 


These two elements are examined separately. 


Funding of Health Care and Post-Secondary Education 


In the communiqué on the fiscal arrangements issued following their conference 
in Victoria last August, the Premiers highlighted the benefits which Canadians 
derive from the health care and post-secondary education programs which 
federal transfers under EPF help finance. To quote the communique: 


“Canadians enjoy — and sometimes take for granted — a national health care 
system which, despite some acknowledged difficulties, is recognized as being 
second to none in the world. Canada can be justly proud of the quality of 
both our hospitals and extended care facilities and the highly-skilled and 
dedicated physicians, nurses and other health professionals who provide 
such a broad range of services. 


Similarly, our country also provides consistently first rate higher education 
opportunities — through our universities and a broad spectrum of technical 
training programs. While continuing improvements are essential, there is no 
doubt that our provincial post-secondary educational institutions and services 
ensure that Canadians will be well-equipped to meet the major economic and 
social challenges facing our nation in the years ahead.”’ 


It seems clear that the national health care and post-secondary education 
systems developed in recent decades are among the most remarkable 
achievements in Canadian social history. In 1957, the St. Laurent government 
introduced the Hospital Insurance and Diagnostic Services Act. Under this Act, 
all Canadian residents would receive prepaid hospital and out-patient services. 
The cost of these services would be shared equally by the federal and provincial 
or territorial governments. In 1966, the Medical Care Act introduced by the 
Pearson government extended publicly financed health care to services 
rendered by medical practitioners. This provincially administered program was 
required to meet certain national standards, namely portability of benefits, 
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comprehensiveness of services, access to services without excessive user 
charges, universal coverage and public administration. These were the 
standards the federal government felt should apply to all Canadians. For 
medicare, too, the federal government shared costs equally with the provincial 
and territorial governments. 


The post-secondary education arrangements were introduced in 1967 to help 
provinces finance the escalating cost of post-secondary education when the 
“‘paby-boom’’ generation entered universities and colleges. The federal 
government had previously made payments to the provinces for technical 
training. It had also contributed to the financing of universities and colleges. To 
provide more assistance, the federal government transferred to each province 
an amount equal to the greater of 50 per cent of the operating costs of 
post-secondary institutions, or $15 per capita. The per-capita payment applied 
to the most financially disadvantaged provinces and was escalated annually by 
the growth rate of national post-secondary operating costs in all provinces. The 
federal contribution was made partly in cash and partly in the form of a tax 
transfer. 


During the 1976 joint review of the fiscal arrangements, the federal government 
and the provinces agreed to change the form of federal support for hospital 
care, medical care and post-secondary education. The programs had worked 
well in developing and maintaining these services but, over time, both orders of 
governments had found problems with the detailed cost-sharing arrangements 
then in place. 


The EPF arrangements, proposed to the provinces by the Prime Minister on 
June 14, 1976, therefore led to basic changes in the arrangements for joint 
financing of health care and post-secondary education. The proposals were 
designed to maintain the high standards of services provided under these 
programs across Canada, to give provinces flexibility in the use of funds, to 
achieve greater equality in the amount of federal funding, and to provide for 
joint policy discussion of health and post-secondary education issues. The new 
block-funding of health programs was conditional on provincial compliance with 
national standards, though conditions were more general than under the 
previous cost-sharing arrangements. While the Act proposed a forum in which 
post-secondary education policy would be discussed, education transfers were 
to remain essentially unconditional. 


How Established Programs Financing Entitlements are Determined 


Chart 7 illustrates on a per-capita basis how EPF contributions are determined 
for the year 1981-82. The contribution has four components. 


The first is the basic cash payment of $222 per capita. It is illustrated by the 
lighter bars of equal height in the bottom half of the chart. This figure is based 
on data for the base year 1975-76 escalated to the current year. The base year 
figure is determined by taking 50 per cent of the federal contributions in respect 
of the three programs in that year (hospital care, medicare and post-secondary 
education), and adding $7.63 per capita. The latter amount represents one-half 
of the compensation for the 1972 revenue guarantee. The resulting figure is 
escalated by the GNP trend growth to the current year 1981-82. This produces 
a basic cash payment of $222 per capita. 
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The second component of the contribution is the tax transfer. All provinces 
continue to benefit from the 13.5 percentage points of personal income tax and 
1 per cent of corporate taxable income transferred from the federal government 
to the provincial governments in 1977. One of the personal income tax points 
represents the other half of the compensation for the 1972 revenue guarantee. 
The value of the tax transfer ranges from $97 per capita in Prince Edward Island 
to $234 in Alberta. 


The third element of the EPF contribution is the equalization in respect of the 
income tax transfer. The value of the tax transfer is equalized under the fiscal 
equalization program and the payments are made under that program. 
However, it is necessary to determine the amount of equalization in respect of 
the EPF tax transfer in order to calculate the fourth component of the 
contribution. 


The fourth component is the transitional payment. The transitional payment 
ensures that the per capita federal contribution to each province is equal to 
twice the value of the basic cash payment ($443 in 1981-82). Because the tax 
bases of Alberta and the Yukon are highly productive, the combined per capita 
value of the cash and tax transfer exceeds $443 in both jurisdictions. 
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Chart 7 


HOW EPF CONTRIBUTIONS ARE DETERMINED (1981-82) 
Dollars Per Capita 


Transitional Adjustment 


Equalization 


Tax Transfer 


NFLD. P.E.!. N.S. N.B. QUE. ONT. MAN.SASK. ALTA. B.C. N.W.T. YKN. 


Note: Equalization associated with the EPF tax transfer is paid under the equali- 
zation program. Part of Quebec's basic cash entitlement takes the form of a tax 
abatement under contracting-out arrangements. This Chart does not show an 
amount of $30 per capita which is being paid to all provinces in 1981-82 for 
Extended Health Care. 


Source: Department of Finance. 
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Table 3 shows the amounts of federal transfers to provinces and territories for 
health programs and post-secondary education under the established programs 
financing arrangements for the five-year period from 1977-78 to 1981-82. 


Table 3 

Funding of Health Care and Post-Secondary Education 
Under Established Programs Financing, 

Five-Year Period 1977-78 to 1981-82‘ 


Province Cash aX Total 


(millions of dollars) 


Newfoundland 637 ZS 850 
Prince Edward Island 134 44 179 
Nova Scotia 953 394 i047 
New Brunswick : 778 301 1,079 
Quebec O07 6.170 dba a fa 6 
Ontario 9,094 6,402 15,496 
Manitoba ines) 562 Jeroen 
Saskatchewan 1,104 542 1,646 
Alberta 1,970 1,836 3,806 
British Columbia 2511 2,099 4,676 
Provinces 20423 18,503 41,927 
Yukon Za 22 43 
Northwest Territories 46 33 79 
Total 23,490 18,558 42,049 


Note: Data may not add owing to rounding. 

(1) Excludes equalization associated with the health care and post-secondary education tax transfers, and compensation for 
termination of the 1972 revenue guarantee program. The tax transfer amount for Quebec includes the value to that 
province of the 8.5 points of personal income tax abated under contracting-out arrangements between Canada and 
Quebec. There is a corresponding reduction in the cash transfer. 


Position of the Provinces 


Recent statements by provincial governments indicate their satisfaction with 
current arrangements for the funding of health care and post-secondary 
education. These arrangements have provided them with a higher level of 
financial assistance, and much greater flexibility in the management of their 
programs, than previous arrangements. 


With respect to the program aspects of the arrangements, provincial 
governments claim that their health care programs continue to comply with the 
national standards embodied in federal health legislation. They argue they have 
not taken advantage of the greater program flexibility provided by block funding 
to evade these standards. In the case of post-secondary education, provinces 
have refused to discuss matters of interest to both orders of government in spite 
of the conclusion reached at the 1976 First Ministers’ Conference that the 
Council of Ministers of Education and the Secretary of State should meet 
regularly to discuss such matters. In response to concerns about lack of visibility 
of EPF transfers, provinces have argued that if the federal government wants 
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more public recognition, it should secure it through its own information and 
publicity programs. However, most provinces have also expressed a willingness 
to consider federal proposals on other means of securing greater visibility. 


The most recent provincial view on EPF arrangements was contained in the 
communique issued following the Premiers’ Conference in Victoria last August. 
On that occasion, the 10 premiers said that ‘‘established programs financing 
(EPF) has been an important factor in the high standard of health care and 
post-secondary education enjoyed by Canadians’’. They also argued that any 
reductions of federal funding for these programs ‘“‘were not justifiable and, 
therefore, unacceptable’. To buttress their position, the premiers released a 
report on EPF prepared by provincial finance ministers and treasurers 
contending that EPF has not been a significant source of federal expenditure 
pressure and that the program has been a highly successful part of 
federal-provincial funding arrangements. 


The report also states that the provinces have maintained high standards of 
service in health and post-secondary education programs as well as their share 
of expenditures in these areas. No account was taken of the revenue guarantee 
compensation element in the calculation of this share presented on page 8 of 
the communiqué. 


The Views of the Parliamentary Task Force 


The Parliamentary Task Force supports the block funding approach and 
recommends that it remain the basis for future arrangements regarding health 
care and post-secondary education. It has also found the level of federal 
funding for these programs adequate and recommends that it be maintained. 
However, while supporting the principle of block funding, the Task Force, unlike 
the provinces, advocates important changes in existing arrangements. It 
recommends that the health and post-secondary education portions of the EPF 
transfer be separated into individual programs and that payments be earmarked 
for each program area and not used for other purposes. It also recommends 
that the per-capita value of the total EPF contribution be equal as between 
provinces — that is, when the value of the tax transfer exceeds the ‘“‘basic cash’’ 
transfer, the cash transfer should be reduced by the difference. 


The Task Force further recommends that the Minister of National Health and 
Welfare, in consultation with the provinces, establish clear program conditions 
for the health care contribution, and that the Minister withhold federal funds if 
provincial plans do not fully meet such conditions. Regarding accessibility, its 
report proposes that user charges for hospital services be discouraged, and that 
the practice of ‘‘extra-billing’’ be prohibited. 


On the issue of accountability and visibility, the Task Force report makes the 
following points: 


“It is not as it is sometimes alleged, simply a matter of political posturing, a 
search for the limelight and the ribbon snipping ceremonies. It is also 
accountability to the electorate. Federal spending without federal presence, 
or participation in the provincial programs without visibility in the provinces, is 
not just frustration for the politician, it is also a denial of the citizen’s right to 
see the government’s work and to judge it. When the federal role is not 
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evident it cannot be assessed. Visibility involves a search for a chance to take 
the credit, but at the same time, a willingness to shoulder the blame. As 
politicians, therefore, we reject the simplistic view that a concern for visibility 
is no more than public relations for its own sake. Answerability of federal MPs 
to the public is the other side of the coin from accountability of Ministers to 
Parliament, and a government that is not visible cannot be answerable.” 


As a means of monitoring provincial programs, the report suggests that the 
Minister of National Health and Welfare report annually to Parliament on the 
operation of provincial programs, the extent to which program conditions are 
being met and the amount, if any, to be withheld for non-compliance. 


On post-secondary education, the report proposes that the Secretary of State 
consult on an urgent basis with the Council of Ministers of Education on matters 
of concern to both orders of government. It also argues that present federal 
support for higher education should be continued, at least until the two orders 
of government have had an opportunity to discuss the goals and needs of the 
higher education sector. 


The Task Force does not deal specifically with the issue of whether the 
reduction planned by the government in the growth of intergovernmental social 
policy transfers in 1982-83 and 1983-84 ought to be carried out. However, it 
states that ‘‘... the fact that the federal government enters the next phase of 
federal-provincial relations with a stock of accumulated debt that imposes 
serious constraints on budgetary decisions is beyond debate’. It notes that 
“the economic conditions prevailing now are not the same as those that 
prevailed in 1976’’, and that ‘“‘it is therefore natural that questions be raised 
about the current and future fiscal situations of the two orders of government’. 
It concludes that, in discussing possible changes, ‘‘the potential effects on both 
the provinces and the federal government must be taken into account’. 


The Federal Government’s Perspective 


The federal government’s concerns relate essentially to the policy directions of 
the programs funded under the EPF arrangements. In her submission to the 
Parliamentary Task Force, the Honourable Monique Begin, Minister of National 
Health and Welfare, expressed concern that the conditions attached to health 
programs were not clear and operational enough to ensure that national health 
standards will be maintained: 


“The federal government and the provinces must continue to support and 
develop the national principles. It has become clear to me that these 
conditions need strengthening with respect to the clarity of the definition and 
the type of action available to the federal government to ensure the 
maintenance of national standards.”’ 


In his submission to the Task Force, the Honourable Francis Fox, then Secretary 
of State, expressed concern about the federal government’s inability to ensure 
that national objectives are taken into account in post-secondary education 
planning and administration: 


‘.. The kind of close consultation with the provinces that was envisaged in 
1976 has not materialized. The consultation objective was particularly 
important since, because EPF is unconditional with respect to 


post-secondary education, an effective mechanism for joint policy 
discussions was the only way in which the federal government could tie its 
massive expenditures in support of post-secondary education to the 
achievement of national objectives.”’ 


Compensation for the 1972 Tax Reform Revenue Guarantee Program 


The second element of EPF arrangements is the compensation provided for the 
revenue guarantee program which was introduced at the time of the 1972 
income tax reform and terminated in 1976-77. 


The many changes associated with the 1972 tax reform created apprehension 
on the part of provinces, particularly those participating in tax collection 
agreements, about the revenue yield of the new system. Under the tax 
collection agreements, provinces are required to express their individual and 
corporation income taxes as a percentage of federally defined tax bases. These 
tax bases were markedly affected by the reform and there was some 
uncertainty concerning the tax rates that provinces would have to set to obtain 
equivalent revenues. 


To allay the concerns of provinces within the collection agreements about the 
yield of the new system, and to induce non-participating provinces to adopt the 
main features of tax reform, the federal government undertook to compensate 
all provinces for unforeseen revenue reductions resulting from it. The federal 
government felt that within two or three years the provinces would have enough 
information about the yield of the new system to set their rates at the 
appropriate level. Nevertheless, the federal government agreed to extend the 
guarantee for the five years covered by the fiscal arrangements. During this 
period a total of $2.7 billion was paid to the provinces under this program. 


The original intent of the program clearly called for its termination at the end of 
the five-year transition period. Throughout the consultations that led to the 1977 
Fiscal Arrangement Act, however, the provinces argued against termination. 
They jointly proposed that the federal government transfer four personal income 
tax points to them as compensation for termination of the 1972 revenue 
guarantee. Although the federal government felt that the program had fulfilled 
its original purpose, it offered one personal income tax point and the estimated 
cash equivalent of another point. These were to be added to the tax and cash 
contributions under the new funding arrangements for health care and 
post-secondary education. The offer was conditional on provincial agreement to 
integrate federal contributions for hospital care into EPF, and on settlement of 
all other outstanding issues. The provinces accepted the federal offer. 


In the five-year period from 1977-78 to 1981-82, over $2.8 billion will have been 
transferred to the provinces as compensation for the tax reform revenue 
guarantee. The distribution of this compensation among provinces is shown in 
Table 4. 
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Table 4 

Revenue Guarantee Compensation Under the Established 
Programs Financing Arrangements, Five-Year Period from 
1977-78 to 1981-82‘) 


i 88S SS eS 


Province or Territory Cash 
Newfoundland 42 
Prince Edward Island 9 
Nova Scotia 61 
New Brunswick 51 
Quebec 456 
Ontario Swi | 
Manitoba 74 
Saskatchewan UW 
Alberta 2s 
British Columbia 164 
Provinces 1,625 
Yukon 1 
Northwest Territories 3 
Total 1,629 


Tax 


16 
3 
30 
22 
290 
476 
42 
40 
128 
156 


1207 


Total 


(millions of dollars) 


2,836 


eee 


Note: Data may not add owing to rounding. 
(1) Excludes equalization associated with the revenue guarantee tax transfer. 


Positions of the Provinces 


The way in which provincial governments have subsequently described this 
compromise indicates they themselves do not feel that the compensation for the 
1972 revenue guarantee was meant to be used for financing health care and 
post-secondary education. The data included in the report on EPF issued by the 
premiers following their twenty-second annual conference last August further 


confirms this view. This report excludes compensation for the revenue 
guarantee in calculating, on page 8, the share of health insurance and 


post-secondary education program costs borne by the federal government. The 
same view was adopted by Justice Emmett Hall in his 1980 report on health 
programs. In his analysis of the federal contribution towards hospital and 


medical care insurance programs, Justice Hall stated that ‘‘the federal 


contribution does not include the two tax points attributable to the revenue 


guarantee negotiations’. 


Views of the Parliamentary Task Force 


The Parliamentary Task Force recognized that the revenue guarantee 


compensation could be viewed as an element of EPF arrangements distinct 
from provisions for the financing of health care and post-secondary education. 
The Task Force argued, however, that revised arrangements should apply this 
compensation to program financing. This would increase significantly federal 


funding for these programs. 
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The Federal Government’s Perspective 


In retrospect, the federal government may have yielded too easily to provincial 
requests for compensation following termination of the 1972 revenue guarantee. 
That program had already been very generous to the provinces. Should the 
provinces continue to be compensated for the 1972 tax reform, 10 years after it 
has come to pass? This question is particularly relevant during the current 
period of expenditure restraint and at a time when the federal government is 
proposing tax changes which would increase provincial revenues. The 
government's view is that the compensation for the 1972 revenue guarantee 
should be discontinued. 
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Chapter 4 


income Tax Harmonization 
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Tax harmonization refers to the degree to which federal and provincial 
governments exercise their respective powers of taxation in a co-ordinated 
manner to promote consistency and equity in the tax system. In this way 
harmonization, in addition to preventing double taxation, helps to minimize 
economic distortions arising out of tax measures, simplifies procedures for 
taxpayers, encourages them to comply with tax laws, and reduces collection 
costs for governments. 


Tax harmonization is particularly important in the individual and corporate 
income tax fields. Canada is fortunate that, over time, a high degree of 
harmonization has been achieved in these fields. This has not always been the 
case. The essential purpose of the financial clauses of the BNA Act of 1867 was 
to establish a harmonized tax system for the four original provinces, while 
ensuring that they would have sufficient revenues to discharge their 
constitutional responsibilities. But the addition of six provinces to the federation, 
the country’s rapid development throughout most of its history, and the great 
depression of the 1930s, placed great strain on our original tax harmonization 
system. So much so that when the Rowell-Sirois Commission was asked in the 
1930s to enquire into and report on federal-provincial fiscal relations, it found 
chaos in the tax system. 


The Commission reported that the situation then existing regarding the taxation 
of corporations was complex ‘‘beyond belief’. It found a maze of taxes which 
had grown ‘“‘in a completely unplanned and unco-ordinated way”’ and which 
violated ‘“‘every canon of sound taxation’. The Commission deplored eee te 
inevitable inequity, lack of uniformity and lack of efficiency arising from the 
divided jurisdiction’. It found that “‘. . . investments in different forms of 
business are taxed at different rates in the same province; investments in the 
same kind of business are taxed at different rates in different provinces; 
investments in business operating on a national scale are double and 
tripled-taxed with no relation to earning power”’. As a result, this period has 
been aptly referred to as the ‘‘tax jungle”’ era. 


Canada has come a very long way since the Rowell-Sirois Report. Canada has 
one of the most decentralized income tax systems in the world, yet one of the 
most harmonized. This would have been impossible with the unco-ordinated 
system of rates and exemptions that prevailed under the municipal, provincial 
and federal income tax systems which existed in the 1930s. An income tax 
system with a high degree of decentralization and a high degree of 
harmonization is a great achievement — perhaps one of the most remarkable 
accomplishments of Canadian federalism. The essential instrument of this 
harmonization has been the federal-provincial income tax collection 
agreements. 


Under these agreements, introduced in 1962, each province legislates its own 
income tax and the federal government administers the provincial act and 
collects the tax, free of charge, if the province meets certain conditions. 
Originally, provincial income tax legislation was required to conform strictly with 
the federal Income Tax Act. This was accomplished through the use of a 
“model” provincial income tax act which mirrored the federal legislation. Since 
1972, while participating provinces are still required to maintain a tax base 
which conforms to the federal one, flexibility to alter their systems has been 
greatly increased. For example, the requirement that provinces express their tax 
as a single percentage rate of federal tax has been eased and a variety of 
provincial tax credits and other special measures have been introduced.) The 
increased flexibility has been made available in response to provincial desires to 
use the income tax system to achieve their own social and economic goals and 
because of the growing importance to provinces of income tax revenue. 


Collection agreements were signed in 1962 with all provinces except Quebec, 
but the agreement with Ontario covered only the individual income tax. An 
agreement was entered into with the Northwest Territories in 1978 and with the 
Yukon in 1980. Alberta began administering its corporation income tax in 1981. 


The tax collection agreements have made a critical contribution to the 
achievement and maintenance of a high degree of harmony among the federal 
and provincial income tax systems. They enable taxpayers in most provinces to 
use only one tax form, thus reducing compliance costs. A single agency 
administers both federal and provincial acts, thus reducing collection costs. 
Uniformity of the tax base in participating provinces allows taxpayers to make 
economic decisions without having to take into account major differences 
among provincial tax systems. The use of a common allocation formula for 
apportioning income among provinces ensures that no element of income 
avoids tax or is taxed by more than one province. While some provinces do not 
participate in the tax collection agreements, they all use the same formula for 
allocating income by jurisdiction, effectively eliminating double taxation. 


But income tax harmonization has come under increasing pressure in recent 
years, as a result of the more extensive use of the income tax system to pursue 
social and economic objectives. It has become apparent that the administrative 
efficiency brought about by the tax collection agreements could be significantly 
reduced, and basic harmonization endangered, if prudence and restraint are not 
exercised by taxing jurisdictions. As a result, in December 1980, at a meeting of 
finance ministers, the following guidelines were put forward to cover the 
administration of special provincial income tax measures under the agreements: 


First, the use of a common tax base for the individual and corporate income 
tax must be maintained, and the federal government cannot undertake to 
administer credits or other features which would directly or indirectly alter this 
common definition. This requirement includes the use of the formula in the 
federal Income Tax Act to allocate the tax base among taxing jurisdictions. 


(1) For a comprehensive listing of these see Federal-Provincial Fiscal Arrangements in the Eighties, a submission by the 
Minister of Finance and Deputy Prime Minister to the Parliamentary Task Force on the Federal-Provincial Fiscal 
Arrangements. 


31 


32 


Second, the tax collection agreements cannot become a vehicle for the 
erection of barriers to interprovincial flows of investment, goods or services. 
For this reason, the federal government cannot undertake to administer 
income tax measures which would segment the national capital market and 
encourage taxpayers to restrict their investments to their province of 
residence or similarly impede movements of goods and services. 


Third, measures must obviously be capable of being administered in a 
reasonably effective manner. This is important not only from the point of view 
of the efficiency of the administrative structure, but also in maintaining the 
credibility of the system in the eyes of taxpayers. 


Positions of the Provinces 


Several provinces have recently announced their support for the concept of 
income tax harmonization and some have suggested extending co-operation to 
certain spending practices and tax fields other than income taxes. 


The Minister of Finance of British Columbia, for example, stated in his March 
1981 budget that it was necessary for governments in Canada to refrain from 
measures which could balkanize the economy and he stressed the need for 
standards or ‘‘codes of conduct’’ to be developed. Similarly, the Minister of 
Finance of Nova Scotia supported the idea of tax harmonization in his 
submission to the Parliamentary Task Force and expressed concern over 
growing tax competition among governments in Canada. The Provincial 
Treasurer of Ontario also noted in a 1981 budget paper that: 


‘« the question of tax harmonization and competition is being addressed as 
part of the fiscal negotiations. Innovative ideas are being examined, including 
a “‘Code of Tax Conduct” and the restructuring of the federal corporate tax 
abatement to ensure that there is at least a minimum level of ‘‘provincial’’ 
taxation. 


Ontario supports this review. This minimizing of undue and unco-ordinated 
interprovincial competition for industry is as important to the maintenance of 
the common market as the elimination of explicit barriers to trade and the 
removal of overtly discriminatory aspects of the regulatory and spending 
practices of governments.” 


The Honourable Richard Hatfield, Premier of New Brunswick, noted the 
importance of the tax collection agreements and tax harmony in his submission 
to the Parliamentary Task Force. He said that: 


“The Province of New Brunswick supports tax collection agreements and the 
concept of tax harmonization, particularly since this province cannot, 
because of its lower fiscal capacity, compete strongly with tax opportunities 
against wealthier areas. 


We are concerned however, with the future of the tax collection agreements 
and tax harmonization, especially with regard to the corporate income tax 
where at least one other province has decided to opt out. In this regard New 


Brunswick is prepared to discuss agreements with the federal and other 
provincial governments on a ‘‘code of conduct” in the operation of federal 
and provincial taxation systems as proposed by the Government of Canada.” 


One can discern, however, significant differences in the degree to which 
provinces are concerned about tax harmonization. Provinces participating in 
collection agreements are bound by their harmonization features. They are 
therefore very much aware of the lack of explicit rules mutually agreed upon by 
all provinces, and of the potential consequences of competitive and 
discriminatory measures. The only collective statement of the provinces on tax 
harmonization is in the communiqué on federal-provincial fiscal arrangements 
issued by the conference of provincial finance ministers and treasurers held in 
June 1981: 


‘Ministers also discussed the need to maintain a harmonized system of 
taxation in Canada. It was agreed that all provinces should continue to 
promote harmonization in order to avoid double taxation of income and to 
limit the scope for potentially damaging tax competition. It was recognized 
that allowance must be made for flexibility so that governments can respond 
to provincial priorities. 


Ministers reiterated their position that policies that discourage mobility could 
reduce the potential for economic development in all regions of the country. 
They agreed that tax harmonization must be considered within the wider 
context of enhancing the movement of people, investment and goods and 
services within the Canadian economic union.”’ 


Some provinces are distinctly uncomfortable with certain recent developments 
in the corporate income tax field, and with the possibility of increased tax 
competition and barriers to mobility. But there is evidently a conflict between 
the aspiration of provinces for more fiscal autonomy and flexibility, and their 
fear that too much flexibility might result in a return to the ‘‘tax jungle’ of earlier 
decades. 


Views of the Parliamentary Task Force 


The Parliamentary Task Force concludes that it would be desirable to develop a 
“code of tax conduct’”’ which, without prohibiting the federal government from 
using tax measures to pursue balanced national economic development, would 
impose a degree of self-restraint on the federal and provincial governments. The 
Task Force notes that such a code would not preclude the use of provincial 
government expenditures or regulatory devices to achieve particular economic 
or social objectives, but that it might at least help to maintain reasonable 
administrative and compliance costs. 


The Task Force recommends that the tax collection agreements be continued, 
subject to implementation of the guidelines set out by the federal government. It 
also proposes the establishment of an intergovernmental committee of officials 
reporting periodically to ministers of finance on the state of the economic union. 
This committee would be concerned with the overall issue of fiscal 
harmonization and might consider the establishment of a broad ‘‘code of 
economic conduct’’ encompassing taxation, expenditure and economic 
regulation. 
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The Federal Government’s Perspective 


The income tax system in Canada has evolved from the unco-ordinated *‘tax 
jungle’ of the 1930s, through a period of substantial uniformity during the tax 
rental era of the 1940s and 1950s, to the present voluntary and more flexible 
arrangements. As noted earlier, there is now some pressure on the income tax 
collection system. Non-participating provinces have recently introduced or 
proposed measures which would have the potential to reduce the degree of tax 
harmonization now prevailing, particularly in the corporate income tax field. 
Interprovincial variations in tax rates have significantly widened over the past 
decade, and some provinces feel that continuation of this trend could result in 
unwarranted tax competition. The Parliamentary Task Force as well as several 
provinces have expressed concern over these developments and suggested that 
the pursuit of income tax harmonization may now require the income tax 
collection agreements to be supplemented by a new instrument, namely a 
“code of tax conduct’’. 


The federal government shares some of the concerns expressed by provinces 
and the Parliamentary Task Force. The tax collection agreements can and 
should be maintained. The financial and administrative burden they impose on 
the federal government is worth bearing as long as the agreements continue to 
be instrumental in maintaining tax harmony. This, of course, requires provincial 
co-operation in accepting the basic harmonization principles outlined in October 
1980. This will relieve part of the pressure on the agreements and protect their 
integrity. But the agreements will remain under pressure unless non-participating 
provinces also voluntarily adhere to these principles. 


The area of most immediate concern is clearly the corporate income tax field, 
where the federal government faces a dilemma. Three of our largest provinces 
are now outside the agreements for the corporate income tax and they account 
for over 75 per cent of total corporate taxable income. Moreover, there are 
signs of increasing divergence by these non-participating provinces. They have 
reduced rates or introduced special incentives to attract industry. Some of the 
provinces bound by collection agreements may feel that they have to follow suit 
to maintain their competitive position, and seek additional flexibility under the 
agreements. The federal dilemma is that extending unlimited flexibility to 
participating provinces would considerably reduce the prevailing degree of tax 
harmony, while restricting flexibility could drive some provinces out of the 
agreements and possibly compound the problem. The withdrawal of another 
large province from the agreements thus would have serious implications for 
corporate income tax collection arrangements with the remaining provinces. 


Chapier 5 


The Proposals of the Government of Canada 


In formulating its proposals for revision to the federal-provincial fiscal 
arrangements, the Government of Canada has carefully considered the 
positions expressed by provincial governments. The government has also 
reviewed the report of the Parliamentary Task Force and found its arguments in 
support of certain changes persuasive and consistent with many of its own 
conclusions. 


The proposals outlined in this chapter will be discussed with the provinces over 
the coming months with a view to incorporating them in amendments to the 
Fiscal Arrangements Act. The financial implications of these proposals, as well 
as the impact on provincial revenues of tax changes proposed in the budget, 
are assessed in Chapter 6. 


Fiscal Equalization 


The Government of Canada proposes that, beginning April 1, 1982, an 
improved formula be used to determine fiscal equalization payments. This 
formula would measure the fiscal capacity of all provinces on a 
comprehensive basis and set the standard of equalization by reference to the 
fiscal capacity of the province of Ontario. 


In framing its proposals for an improved equalization formula, the federal 
government has developed a set of criteria to which any formula should 
conform: 


e Payments should make it possible for all provinces to provide their 
residents with a reasonable level of public services at reasonable levels of 
taxation. 


e Payments should be distributed according to financial capacity, with all 
provinces treated on a comparable, non-discriminatory basis. 


e The overall level of payments generated by the formula should be 
reasonably stable and predictable from year to year. 


¢ The formula should remain sensitive to variations over time in the fiscal 
capacity of each province so that the revenues of any recipient province 
after equalization will not exhibit marked year-to-year irregularity. 
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These criteria have led the government to the conclusion that the equalization 
formula should be based upon as comprehensive a measure of fiscal capacity 
as possible. Moving to a formula with comprehensive coverage, however, 
requires reconsideration of the standard to which the capacity of financially 
disadvantaged provinces should be raised. The government believes that an 
appropriate standard could be established by reference to the fiscal capacity of 
the province of Ontario. 


The foregoing suggests a fiscal equalization formula with the following elements: 


e The revenues to be taken into account in the formula would consist of: 
all provincial-local revenues that are now subject to equalization, 
all provincial revenues from natural resource revenues that are presently 
excluded, and 
all local revenues from taxation presently excluded, i.e., taxes levied for 
municipal purposes. 


e Fiscal capacity in respect of these revenues would be measured by means 
of a representative tax system, using measures essentially similar to the 
ones currently used to classify revenues and define population and tax 
bases. 


¢ The level of equalization would be determined by reference to an ‘“‘Ontario 
Standard’. If any province has a lower per-capita yield from the 
representative tax system than Ontario, it would be entitled to an 
equalization payment to make up the difference. 


e The provision which now prevents any province from receiving equalization 
if its personal income per capita is regularly above the national average 
would be removed. 


e The provision which now prevents equalization in respect of natural 
resource revenues from exceeding one-third of total equalization would be 
removed. 


e A provision would ensure that total equalization payments would not grow 
more rapidly than the gross national product. 


A formula embodying the above proposals would have major advantages. It 
would provide for a more comprehensive measurement of fiscal Capacity in 
respect of provincial-local revenues — indeed, the most comprehensive measure 
ever used. It would provide a generous, but not excessive, standard of 
equalization that would conform to the fundamental aspirations of Canadians 
for a reasonable level of provincial and local public services. 


The proposed formula would still not take direct and explicit account of 
provincial expenditure needs. The government recognizes that it may be 
desirable eventually to change the equalization formula to do this. However, 
such a change requires careful and detailed studies. The government intends to 
do some work in this area and invites provincial governments and interested 
members of the academic community to initiate studies as well. Such studies 
are fraught with theoretical and practical difficulties. There is no prospect that 
an operational expenditure-based standard could be incorporated in the next 
set of arrangements. 


Fiscal Stabilization 


The Government of Canada proposes that the fiscal stabilization program be 
renewed on April 1, 1982 in its present form but without a termination date. 


The existing fiscal stabilization program should be renewed without change, 
except that the legislation should no longer provide for a termination date. This 
would indicate the long-term commitment of the government to this program 
and prove beneficial to provinces when they raise money on capital markets. 


Established Programs Financing 


As the earlier discussion has indicated, EPF arrangements are not without 
problems. Federal ability to enforce basic health standards and to influence 
post-secondary education development has been far less than expected. 
Federal contributions per capita have become more nearly equal than under the 
previous cost-sharing arrangements but are still subject to some variations. And 
the element of compensation for termination of the 1972 revenue guarantee 
built into EPF at the request of the provinces has significantly raised the costs of 
the arrangements. 


Consequently, the government proposes four major changes. Three of the 


proposals relate to funding for health care and post-secondary education and 
the other to the revenue guarantee compensation. 


Funding of Health Care and Post-Secondary Education 


Equal Contributions to all Provinces 


The Government of Canada proposes that, beginning April 1, 1982, federal 


contributions to all provinces for established programs financing be equal per 
capita. 


Under the cost-sharing regime which preceded EPF, those provinces which 
could afford the most expensive programs tended to receive the most 
assistance from the Government of Canada. The EPF has substantially 
improved the situation by making federal contributions more nearly equal per 
capita. However, the tax transfer (even after equalization) remains more 
advantageous to some provinces than to others. Transition payments were 
added to EPF to correct this inequality at least in part. But full adjustment of 
the value of the tax transfer to the level of the province with the highest yield 
would be extremely expensive and quite unnecessary, in view of the already 
high program standards prevailing in all parts of Canada. 


The Parliamentary Task Force has examined this issue and recommended 
that cash payments be computed in a way that would lead to equal 
per-capita federal contributions, regardless of variations in provincial tax 
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yields. This should not have any impact on program standards in health care 
and post-secondary education, since it would not reduce the value of 
transfers to provinces with below-average or average incomes. The 
government therefore accepts the conclusion of the Task Force that this is an 
appropriate adjustment to make in future EPF contributions. 


Clarification and Enforcement of National Standards for Health Care 


The Government of Canada proposes that the national standards for health 
care be clarified and an effective mechanism for their maintenance developed 
in consultation with the provinces, for incorporation in new federal legislation 

by March 31, 1983. 


The government considers it essential that the national system of prepaid 
health care developed since the Second World War be maintained. Within the 
past two years both the Hall Commission and the Parliamentary Task Force 
have examined the system and found it fundamentally sound. However, both 
examinations have stressed the need for clarification of the basic principles of 
the system and for a mechanism which would ensure that those principles are 
maintained. These “basic principles”’ or ‘‘national standards”’ include 
portability of benefits, comprehensiveness of services, reasonable access to 
those services on uniform terms and conditions, universality of coverage and 
public administration. 


The Minister of National Health and Welfare has already advised her provincial 
colleagues of her intention to begin discussions with the provinces on the 
Clarification of the national standards. There is every reason to believe that 
federal-provincial agreernent can be reached quickly. The premiers reaffirmed 
their acceptance of these basic principles at their conference in Victoria. 
Consequently, the government is not proposing any changes at this time in the 
financial arrangements for health care. 


New Federal-Provincial Arrangements for the Financing of Post-Secondary 
Education and Human Resources Development 


The Government of Canada proposes that new federal-provincial 
arrangements for the financing of post-secondary education and human 

resources development be devised, in consultation with the provinces, for 
incorporation in new federal legislation by March 31, 1983. 


The government is of the view that existing federal-provincial arrangements for 
the financing of post-secondary education are not consistent with the country’s 
present or future needs. Because of provincial jurisdiction over education, these 
transfers have in effect been unconditional. This was not an important issue 
when the main priority of both orders of government was the expansion and 
improvement of a national system of post-secondary educational institutions to 
which all Canadians would have access. However, social and economic 
circumstances have changed in recent years. The institutional infrastructure is 
now in place, and the growth in student population has abated. 


Canada’s economic development depends increasingly on our ability to make 
the most effective use of our human resources. This will require better 
co-ordination of higher education and related activities. Federal support for 
human resources development should accordingly be reassessed. The issue is 
no longer simply growth and program expansion, but the focus and direction 
required to restore and maintain the vitality of Canada’s economy. Concerted 
and sustained efforts are required to avoid university and college graduates 
finding themselves unemployed because of an over-supply of their particular 
skills, while industrial expansion is hampered by shortages of other skills. 
Although regional concerns remain important, long-term planning for the 
country as a whole has become vital, and the federal government has national 
responsibilities in this regard which cannot be ignored. Otherwise, potential 
waste through duplication and wasteful competition could impede efforts to 
accelerate growth of the Canadian economy. 


Recognition of these emerging needs led to the inclusion, in the Fiscal 
Arrangements Act, of a provision for federal-provincial policy discussions on the 
future direction of post-secondary education. Unfortunately, the provinces have 
refused to engage in such discussions in the past five years. 


The government believes that new federal-provincial arrangements for the joint 
financing of post-secondary education and human resources development are 
urgently needed. Accordingly, the Secretary of State and the Minister of 
Employment and Immigration will pursue consultations with the provinces to 
develop new and more effective federal-provincial arrangements in these fields. 
With co-operation and goodwill on both sides, better programs can be jointly 
developed and put in place. However, should no satisfactory progress be made 
by March 31, 1983, the government could freeze future per capita EPF cash 
transfers for post-secondary education at the 1982-83 level. 


Compensation for Termination of the 1972 Revenue Guarantee 


The Government of Canada proposes that, beginning April 1, 1982, 

compensation for the 1972 revenue guarantee program be discontinued. 
The revenue guarantee was introduced in 1972 as a five-year transition program 
to help the provinces adjust to the income tax reform introduced in that year. 
When the federal government announced that the program would expire as 
intended on March 31, 1977, the provinces asked for four points of personal 
income tax in compensation. The federal counter-proposal was an increase of 
one point of the EPF personal income tax transfer (from 12.5 to 13.5 points) 


and the cash equivalent of a second point. This adjustment was to settle the 
question of the revenue guarantee and other outstanding issues. 


The revenue guarantee compensation was never intended to finance health care 
and post-secondary education programs. The provinces have consistently 
argued that it should not be taken into account in computing the federal 
contribution for these programs. Indeed, the communique on fiscal 
arrangements issued by the premiers following their twenty-second annual 
conference excluded all transfers relating to the revenue guarantee 
compensation from its calculations. Removal of this element is a fiscal 
adjustment that would not lower the level of federal support for these basic 
social programs. 
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Fiscal Harmonization 


The co-operative exercise of taxing and spending powers in Canada compares 
favourably with that of any other federation. However, an effort must be made 
to avoid discriminatory and disruptive measures which, if unchecked, could 
detract from our accomplishments to date and impede the effective operation of 
the Canadian economic union. The increasing differences among federal and 
provincial income tax systems are only one of a broad range of fiscal 
harmonization issues which have emerged in recent years. Other issues of 
concern to various jurisdictions include tax competition through rate cutting, the 
effect of some tax measures on other governments’ tax bases, the tax status of 
enterprises owned by governments, and industrial subsidies which have an 
effect equivalent to discriminatory tax measures. The government believes that 
these issues should be jointly examined by the two orders of government. 


The Government of Canada proposes consultations with all provinces to 
examine fiscal harmonization issues and develop, as required, mechanisms to 
resolve them. 


The pressures and problems recognized by many have not yet reached such 
proportions as to balkanize the Canadian economy, but such an outcome is 
possible and must be avoided. All governments must be prepared to pursue 
fiscal harmonization to maintain the economic union, while respecting the 
constitutional responsibilities and fiscal autonomy of both orders of government. 
This might eventually be achieved by negotiation of an intergovernmental 
agreement on fiscal harmonization, such as the ‘‘code of tax conduct” 
proposed by the Parliamentary Task Force and a number of provincial 
governments. To assist in this endeavour, | invite the views and suggestions of 
all interested parties: provinces, academics and the business community. 


income Tax Harmonization 
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Because of the number and complexity of the issues involved in fiscal 
harmonization, attainment of our objective could take some time. While that 
co-operative effort is progressing, we should strengthen the tax collection 
agreements, the only formal instrument we have to maintain income tax 
harmonization. 


The Government of Canada proposes to continue to administer the tax 
collection agreements in conformity with guidelines regarding administrative 
feasibility, uniformity of income tax bases and the avoidance of income tax 

barriers to interprovincial investment flows. 


The provinces, like the federal government, not only rely on income taxes as 
revenue sources but use them as instruments of social and economic policy. 
Since the early 1970s, the government has therefore accommodated a 
Significant number and variety of provincial income tax measures. However, it 
was noted that an equally important objective of the agreements was to prevent 
distortion which could undermine the efficient operation of the Canadian 
economy and that, for this reason, it would be necessary to proceed cautiously. 


Recent developments have shown that this caution was warranted. Unavoidably, 
the Canadian income tax system has become more complex, and uniformity 
among federal and provincial income tax structures has been reduced. The 
collection agreements have remained an effective mechanism for maintaining 
harmony in the national income tax system, but this has not always been 
achieved easily. Some of the tax measures proposed by the provinces had 
potentially harmful implications for the national economy, and the onus of 
pronouncing on their acceptability has been placed on the federal Minister of 
Finance. It has become apparent that without a common understanding by all 
participants on the underlying principles of harmonization, the collection 
agreements system could become unmanageable. 


It was for this reason that in December 1980 guidelines were proposed to 
facilitate the administration of the agreements. These guidelines are set out in 
Chapter 4. Since then, none of the income tax measures proposed by provinces 
for federal administration have come into conflict with these guidelines. While 
this may indicate that the guidelines are acceptable, explicit recognition of them 
by participating provinces is sought to strengthen the agreements and preserve 
their effectiveness as an instrument of harmonization. 


As noted in Chapter 4, the capacity of the collection agreements to maintain 
income tax harmonization is limited by the fact that Quebec does not 
participate in the system at all and that Ontario and Alberta administer and 
collect their own corporate income taxes. Harmonization issues are of particular 
concern in the corporate income tax field, since three provinces representing 
75 per cent of the tax base are unconstrained by the collection agreements. 
Competitive and discriminatory tax measures by non-participating provinces 
would put pressure on participating provinces to follow suit. Concerted action is 
needed to ensure that basic harmonization principles apply to all provinces. 
Non-participating provinces are, therefore, invited to abide by the basic 
principles of income tax harmonization which are embodied in the collection 
agreements. 


The Government of Canada invites provinces not participating in the tax 
collection agreements to abide by the principles of income tax harmonization 
underlying the guidelines applicable to these agreements. 
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Chapter 6 


Financial Implications of the Proposals 
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The Government of Canada has two financial objectives in the current revision 
of the fiscal arrangements. The first is to maintain an adequate level of federal 
support for public health care and post-secondary education programs and, 
through equalization, all basic provincial services. The second objective is to 
achieve that degree of restraint in the growth of transfers to provinces which 
applies broadly to federal expenditures and which is essential for the success of 
the budget’s economic strategy. 


An important responsibility of the Government of Canada is to maintain a fiscal 
climate in which the Canadian economy can be as productive and efficient as 
possible. As the budget indicates, this responsibility now requires that the 
federal deficit be further reduced through higher taxation and slower growth of 
federal spending. The social costs of such restraint could be excessive, 
however, if it were not tempered with equity. For this reason, much of the 
federal government’s additional revenue will be raised by ending measures 
which have been advantageous to relatively few taxpayers with high incomes. 
Most taxpayers will also benefit from the rate reductions announced in the 
budget. On the expenditure side, the federal government is determined to keep 
the increase in its total spending in line with the underlying growth of the 
economy. There will be no cutbacks in basic federal programs helping those 
Canadians most in need, but little net new funding will be available in areas of 
direct federal responsibility. 


The financial implications of the government’s proposals should be assessed 
against this background. The budget Strategy has two distinct and partly 
offsetting effects on the financial positions of the provinces. On the one hand, 
discontinuation of one component of current fiscal arrangements — 
compensation for the 1972 revenue guarantee — will reduce the growth of 
provincial revenues from federal transfers; on the other, broadening the income 
tax bases will increase provincial tax receipts and the associated equalization. 


As a result, the proposed federal-provincial fiscal arrangements should require 
only marginal adjustments in the fiscal stance of provincial governments. The 
government has renewed its commitment to ensure, through fiscal equalization, 
that all provinces have the means to provide the high level of public services 
Canadians have come to expect. It has maintained federal support for health 
care, on the understanding that provincial programs will meet national 
Standards. It has also proposed the negotiation of new and more effective 
federal-provincial arrangements for the financing of post-secondary education 
and human resources development. 


The projections and estimates presented in this chapter indicate how the 
government's proposals would work. They are consistent with the economic 


and fiscal assumptions of the budget. The projections may have to be revised 
as new information becomes available. Indeed, one of the purposes of 
forthcoming federal-provincial consultations will be to review these projections 
and, if required, incorporate revisions based on new information provided by the 
provinces. 


The financial implications of the proposals are examined under four headings: 
continuation of equalization payments under an improved formula, maintenance 
of federal support for health care and post-secondary education, increases in 
provincial revenues arising from budget tax changes and federal savings 
resulting from discontinuation of compensation for the 1972 revenue guarantee 
and other adjustments in calculating EPF contributions. The combined effects of 
provincial revenue increases and proposed federal savings will then be 
summarized. 


Continuation of Equalization 
Under an Improved Formula 


The Government of Canada proposes to continue equalization payments to 
financially disadvantaged provinces. Future payments would be determined by 
an improved formula based on a more comprehensive measure of provincial 
fiscal capacity and an Ontario standard. Provinces whose per capita capacity to 
raise revenues at average rates of taxation is below that of Ontario would 
receive payments raising them to that level. 


Chart 8 illustrates how the revised formula would work in 1982-83. It is similar to 

~ Chart 6 in Chapter 2. The fiscal capacity of each province is represented by a 
vertical bar, the equalization standard by a horizontal line, and provincial 
equalization payments by the shortfall, if any, of fiscal capacity below the 
standard. On a per capita basis, fiscal capacity ranges from $1,480 in Prince 
Edward Island to $6,861 in Alberta. Ontario’s per capita fiscal capacity is 
estimated at $2,541: this sets the standard to which all provinces with lower 
fiscal capacity would be raised. Six provinces would receive equalization 
payments: Newfoundland, Prince Edward Island, Nova Scotia, New 
Brunswick, Quebec and Manitoba. 


Table 5 provides estimates of payments to these six provinces, from 1982-83 to 
1986-87, under the proposed formula. Total payments would escalate from 
$4,559 million in 1982-83 to $7,014 million in 1986-87. The amounts are based 
on the projected revenues of the ten provinces for each source in the 
representative tax system, and projected population and tax base shares for 
each province. The tax base shares are those available as of October 1981, 
adjusted if appropriate for the effects of projected changes in provincial 
population shares. The projection of provincial income tax revenues takes 
account of federal tax changes announced in the budget. Only for 1982-83 has 
it been necessary to adjust the annual increase in total payments so that it 
would not exceed the growth rate of GNP, and to scale estimated payments to 
individual provinces accordingly. 
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Chart 8 


HOW EQUALIZATION WOULD WORK WITH AN 
ONTARIO STANDARD (1982 - 83) 


Dollars per capita 
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Capacity to Raise Revenues (1) 


NFLD. P.E.I. N.S. N.B. QUE. ONT. MAN. SASK. ALTA. B.C. 
(1) Comprehensive measure of fiscal capacity which includes all provincial revenues 


from natural resources and all local government revenues from taxation. 


Source: Department of Finance. 
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Table 5 
Estimates of Equalization Payments Under the Proposed Formula, 
1982-83 to 1986-87 


Fiscal Year Nfld. P.E.I. Nic: N.B. Que. Man. Total 
(millions of dollars) 
1982-83” 9) ik} 128 637 497 2,390 394 4,559 
1983-84 585 147 Tos 568 2,/20 449 O202 
1984-85 651 163 821 G31 3/020) 500 5,786 
1985-86 719 181 913 697 Soo 55] 6,392 
1986-87 788 199 1,008 764 3,650 606 7,014 
(dollars per capita) 

1982-83” 876 1,032 743 700 Was 382 
1983-84 993 eal ars 849 795 427 435 
1984-85 1,097 1,306 943 877 472 484 
1985-86 i203 1,438 1,040 960 518 5382 
1986-87 1,309 15d 12139 1,044 565 583 


Bete fT ibaa! lees ele ee ee Ce eee ee eee 
(1) Payments adjusted so that their total will not have increased more rapidly than the growth rate of GNP from a 1981 base. 
Note: Data may not add due to rounding. 


Total payments would grow at an average annual rate of about 11.4 per cent. 
The projected growth rates of payments are closely similar for the six provinces. 
In absolute terms Quebec would receive the bulk of payments (approximately 
one-half) as a result of its large population, but in per capita terms the Atlantic 
provinces would continue to receive the largest amounts. 


Maintenance of Federal Support for 
Health Care and Post-Secondary Education 


The government proposes that federal support for health care and 
post-secondary education be continued, subject to one 

modification: beginning April 1, 1982, federal contributions to all provinces 
would be equal per capita. 


Chart 9 illustrates how federal contributions would be calculated for fiscal year 
1982-83. It is estimated that the per capita value of federal contributions to the 
hospital insurance, medicare, and post-secondary education programs in 
1975-76, escalated to 1982-83 by the trend growth of GNP, would be $462. 
This amount would constitute the federal contribution per capita and determine 
the height of the vertical bar for each province or territory, since federal 
contributions to all would be equal. The shaded area of each vertical bar shows 
the per capita value of the tax transfer to each province; it ranges from $114 in 
Prince Edward Island to $316 in Yukon. The checkered area represents the 
associated equalization. The proposed equalization formula would raise the per 
capita value of the tax transfer to $235 in the six recipient provinces. The EPF 
cash payments would then bring the per capita federal contribution in each 
province up to the specified level of $462. An additional payment of $33 per 
capita for extended health care would continue to be made to each province. 
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Chart 9 


HOW EPF CONTRIBUTIONS WOULD BE DETERMINED 
UNDER REVISED ARRANGEMENTS (1982 - 83) 


Dollars per capita 
500 


462 


400 


300 


235 


200 Equalization 


100 


NFLD P.E.I. N.S. N.B. QUE. ONT. MAN. SASK. ALTA B.C. N.W.T. YKN. 


Note: Equalization associated with the EPF tax transfer is paid under 
the equalization program. Part of Quebec’s basic cash entitlement 

takes the form of a tax abatement under contracting - out arrangements. 
This chart does not show the amount of $30 per capita which would be 
paid to all provinces in 1982-83 for Extended Health Care. 


Source: Department of Finance 


Table 6 


Table 6 provides estimates of EPF contributions for health care and 
post-secondary education from 1982-83 to 1986-87 under the proposed 
arrangements. These estimates do not include the equalization associated with 
EPF tax transfers, since those amounts are included in the estimates of total 
equalization payments in Table 5. It has been assumed that a federal-provincial 
agreement on national health standards and their enforcement will be 
negotiated. While federal support for post-secondary education and human 
resources development after March 31, 1983 should reflect the new 
federal-provincial arrangements to be negotiated by that date, no attempt has 
been made to anticipate what they might be. Federal support for health care 
and post-secondary education has, therefore, been estimated for all fiscal years 
on the basis of the proposals outlined in Chapter 5. Contributions would 
escalate from $11.5 billion in 1982-83 to $19.1 billion in 1986-87, at an average 
annual rate of 13.4 per cent. 


Estimated Federal Contributions for Health Care and 
Post-Secondary Education Under Established Programs 
Financing Arrangements, 1982-83 to 1986-87‘) 


Province or Territory 1982-83 1983-84 1984-85 1985-86 1986-87 
(millions of dollars) 
Newfoundland 221 250 287 326 366 
Prince Edward Island 47 as 60 68 76 
Nova Scotia 352 398 456 5S 581 
New Brunswick 282 320 367 417 469 
Quebec 2,882 B24 3,696 4,179 4,679 
Ontario 4,304 4,851 5f52i 6,243 6,993 
Manitoba 449 503 Bie 646 722 
Saskatchewan 490 654 633 718 807 
Alberta 1,102 W272 1,483 1ihts 1,963 
British Columbia 1-370 1,566 1,810 POTS) 2,349 
All Provinces 11,498 13,014 14,885 16,905 19,007 
Yukon ee 26 30 rote) 40 
Northwest Territories de 13 ifs) iWwA 20 
Total 1534 13,052 14,930 16,957 19,066 


(1) Excludes equalization associated with tax transfers. 
Note: Data may not add due to rounding. 


Increases in Provincial Revenues Arising from Budget Tax Changes 


The tax changes proposed in the budget are designed to reduce the federal 
deficit and make the income tax system more equitable. The income taxes of 
provinces and territories participating in tax collection agreements will 
automatically increase as a result of these changes. Those who collect their own 
taxes and make parallel changes in their tax bases will obtain similar increases. 
If all maintain their present rates and parallel federal tax base changes, their 
income tax revenues will increase by about $3.6 billion over the next five fiscal 
years. Federal tax changes will also bring about an increase in provincial and 
territorial revenues of some $42 million in 1981-82, the final year of the current 
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Tabie 7 


arrangements. All such additional tax revenues are subject to equalization, 
which will further increase provincial receipts by about $158 million from 
1981-82 to 1986-87. These revenue increases should substantially offset the 
proposed reduction in the growth of cash transfers to provinces. Table 7 
provides estimates of the impact of budget tax changes for the current and the 
next five fiscal years. A breakdown of total amounts by province and territory is 
provided in the Appendix. 


Estimated Increase in Provincial and Territorial Revenues from Tax Changes 
Proposed in the Budget, 1981-82 and 1982-83 to 1986-87 


Year 


1981-82 


1982-83 
1983-84 
1984-85 
1985-86 
1986-87 


Associated 
Income taxes”) equalization Total 


(millions of dollars) 


42 5 A7 
1,078 62) 1,084 
753 29 782 
578 42 620 
620 43 663 
561 33 594 


‘) Estimates of tax revenue increases for provinces and territories participating in tax collection agreements automatically 
reflect both base and rate changes in federal income taxes. Estimates for non-participating provinces assume that they will 
parallel federal base changes and maintain their current rates. 

2) The amount of associated equalization in 1982-83 reflects the application of the GNP growth factor. 


Savings by the Federal Government 
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Savings by the federal government would arise from two changes: ending 
compensation for the 1972 revenue guarantee, and making EPF contributions 
to all provinces and territories equal per capita. 


The reasons for discontinuing compensation for the 1972 revenue guarantee 
have been discussed in Chapter 3, but might usefully be summarized here: 


e the original purpose of the program has vanished; 


e the provinces treat this compensation as part of their general revenues, not 
as transfers to be used specifically for health care or post-secondary 
education; and 


¢ current economic circumstances call for fiscal restraint. 


Table 8 provides estimates of the savings which would be achieved by 
implementation of this proposal. Over the five-year period beginning April 1, 
1982, reductions in federal payments would range from $818 million in 1982-83 
to $1,336 million in 1986-87. 


Savings averaging $75 million a year would also occur because EPF 
contributions to all provinces and territories would be made equal per capita, by 


taking into account the full value of the tax transfer to each province in 
determining the cash payment. Estimates of these savings are included in 
Table 8. Total savings from both changes would amount to about $5.7 billion 
over the five-year period. A breakdown of these savings by province and 
territory is provided in the Appendix. 


Table 8 
Estimated Savings by the Federal Government 
1982-83 to 1986-87 


Removal of 
compensation Making all 
Fiscal for 1972 EPF contributions Total 
Year revenue guarantee equal per capita savings 
(millions of dollars) 
1982-83 818 O77, 915 
1983-84 922 85 1,007 
1984-85 1,050 ft ded2a 
1985-86 1,190 64 1,254 
1986-87 1,336 af. 1,393 
Total 5,316 374 5,690 


Net Impact on Provincial and Territorial Revenues of 
Budget Tax Changes and Proposed Savings 
by the Federal Government 


The expenditure plan presented in last year’s budget provided for savings in 
transfers to provinces and territories of about $500 million in 1982-83 and 

$1 billion in 1983-84 and subsequent years. The government is still of the view 
that savings of this order are required to achieve its overall budget strategy and, 
in particular, to reduce the federal deficit. It has nevertheless considered 
carefully the representations made by the parliamentary task force and 
provincial governments that such savings, if they had to be fully absorbed by 
provincial treasuries, might reduce the overall level of funding for health care 
and post-secondary education. Securing the planned savings mainly through 
removal of the 1972 revenue guarantee compensation should largely preclude 
this eventuality, since these transfers were not designed to finance health and 
education. In addition, the increased revenues which all provinces will obtain as 
a result of budget tax changes should offset much of the proposed reductions in 
federal transfers. 


Estimates of the net impact of these reductions in transfers and revenue 
increases on provincial finances from 1982-83 to 1986-87 are presented in 
Table 9. Two points might be noted. First, federal tax changes would bring 
about an increase in provincial and territorial revenues of $47 million in 1981-82, 
without any corresponding reduction in federal transfers. Second, the revenues 
of provincial and territorial governments are estimated to increase by over 

$1 billion in 1982-83 as a result of these tax changes, thus offsetting the 
proposed reduction of $915 million in transfers from the federal government and 
leaving them with a net improvement in their financial position of about $169 
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million. Only from 1983-84 onward would the combined impact of the proposed 
reduction in transfers and revenue increases turn negative. Moreover, the 
amounts would be distributed over the years in a way that should give most 
provincial governments time to make whatever adjustments they may deem 
appropriate. 


Table 9 
Net Impact on Provincial and Territorial Revenues of Budget 


Tax Changes and Proposed Savings by the Federal Government 
eee ee LS et Oe Te ee ee ee SC ee 


Estimated 
increase 
in provincial Estimated savings Net impact 
Fiscal revenues by federal government on provinces 
Year (Table 7) (Table 8) and territories 
(millions of dollars) 
1981-82 +47 ~ +47 
1982-83 + 1,084 —915 +169 
1983-84 +782 — 1,007 —225 
1984-85 +620 — 1,121 —501 
1985-86 +663 — 1,254 —591 
1986-87 +594 — 1,393 —799 
Total +3,790 — 5,690 — 1,900 


ee ee eee 


As shown in Table 9, the federal treasury would be able to achieve cumulative 
savings of the order of $5.7 billion over the five-year period, but the estimated 
$3.8 billion increase in provincial revenues resulting from budget tax changes 
would lower the net cumulative impact of these savings on provincial treasuries 
to about $1.9 billion. A breakdown of this amount by province and territory is 
provided in the Appendix. 


50 


Conclusion 


During the five-year period ending in 1981-82, the Government of Canada will 
have transferred to the provinces about $61.1 billion under equalization and 
EPF arrangements, including the 1972 revenue guarantee compensation. During 
the coming five-year period, the government proposes to transfer about 

$104.3 billion to the provinces under revised fiscal arrangements. Estimates for 
all years are presented in Table 10. Federal transfers to provinces and territories 
under the proposed arrangements are estimated to grow at an average annual 
rate of 12.8 per cent. 


As shown in Chart 10, Quebec would continue to receive the largest share of 
equalization and EPF transfers because of its large population and relatively low 
fiscal capacity: over the five-year period from 1982-83 to 1986-87, it would 
receive about $34 billion, or one-third of the total. Ontario, which is entitled only 
to EPF transfers, would receive the second largest share of federal transfers 
because it is the most populous province. The Atlantic provinces and Manitoba 
would be entitled to both equalization and EPF transfers, their shares of the 
total reflecting their respective population and fiscal capacity. Saskatchewan, 


Table 10 
Federal Transfers to Provinces Under Existing Arrangements, 1977-78 to 1981-82, 
and Under Proposed Arrangements, 1982-83 to 1986-87 


ee Oe ee ee ee ee 


Equalization EGE Total 


a a Te Ee EE Ee 


(millions of dollars) 


Existing Arrangements 


1977-78 2,513 6,871 9,444 
1978-79 2,301 7,872 10,779 
1979-80 3,343 8,940 12,283 
1980-8 1 3,544 9,941 13,485 
1981-82 3,985 yee Kea 15) 116 
Total 16,352 44,755 61,107 


i .. 2. eS 8 ES ee ee 


Proposed Arrangements 


1982-83 4,559 11,498 16,057 
1983-84 5,202 13,014 18,216 
1984-85 5,786 14,885 20,671 
1985-86 6,392 16,905 23,291 
1986-87 7,014 19,007 26,021 
Total 28,953 15,009 104,262 


i 


Note: Data may not add due to rounding. 
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Alberta and British Columbia would not receive equalization, since their per 
capita fiscal capacity is much higher than that of Ontario, but would benefit 
from equal per capita federal contributions under EPF. 


It is the Government of Canada’s view that transfers of this magnitude should 
enable all provinces to maintain essential public services, including health care 
and post-secondary education. 


Chart 10 


FEDERAL TRANSFERS TO PROVINCES UNDER EQUALIZATION AND 
ESTABLISHED PROGRAMS FINANCING 


Current Arrangements $61 billion 
Five-Year Period 1977-78 to 1981-82 


New Brunswick 2.8 billion 
Nova Scotia 3.6 billion 

Prince Edward Island 0.6 billion 
Newfoundland 2.7 billion 


Rg 
¥ 
| 
3 

é 
$ 


British Columbia 5.0 billion 


Alberta 4.1 billion 


Saskatchewan 2.0 billion 


Manitoba 3.5 billion 


Proposed Arrangements $104 billion 


New Brunswick 
Five-Year Period 1982-83 to 1986-87 / 5.0 billion 
: Nova Scotia 
ie 6.4 billion 
5 me Prince Edward Island 


1.1 billion 


7/  ~ Newfoundland 
4.7 billion 


British Columbia 
9.2 billion 


Quebec 33.8 billion 


SSS LOE : 
“ SO - 


Alberta 7.5 billion 


Saskatchewan 
3.2 billion 


Manitoba 
5.4 billion 


Source: Current arrangements — Table 1; proposed arrangements — Tables 5 and 6. 
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Appendix 


Estimated Effect by Province and Territory of Budget Tax Changes, 1982-83 
to 1986-87 and Proposed Savings by the Federal Government, 1982-83 to 
1986-87 


Table A-1 
Estimated Increases in Provincial and Territorial 
Revenues from Budget Tax Changes 


1982-83 1983-84 1984-85 1985-86 1986-87 
Se eS ae ee ee a le 5 el 
(millions of dollars) 


Newfoundland ui bas 10.9 9.8 9.6 7.4 
Prince Edward Island 2.0 ee) Z| 2.2 1.8 
Nova Scotia 26.6 23.8 Ziel 22:5 19.4 
New Brunswick cH 1125 11.8 ays 9.2 
Quebec 054.4 283.2 280. 1 Sore G15:5 
Ontario 304.5 180.5 94.3 98.8 (ore inS 
Manitoba 40.9 29.9 24.1 26.2 225 
Saskatchewan 46.8 oles 26.6 30.0 Otel. 
Alberta 15634 107.0 TTA TASS 63.9 
British Columbia 144.9 100. 1 Paha, Teo 62.5 
All Provinces 1,081.9 7380:5 619.4 662.7 593.3 
Yukon 0.4 0.1 O71 —0:2 —0.5 
Northwest Territories 2 0.9 G5 U5 0.5 
Total 1,083.5 18155 619.8 663.0 593.6 
as a eS eh oe ee 


Note: Data may not add due to rounding. 
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Table A-2 


Estimated Impact of Proposed Federal Savings 
on Provincial and Territorial Revenues, 1982-83 to 1986-87 


1982-83 1983-84 1984-85 1985-86 1986-87 
(millions of dollars) 

Newfoundland = 19:5 =22.() =o = 2OL5 =a on 
Prince Edward Island =A] =—4.6 Seo) 5.9 —6.6 
Nova Scotia On. Oe =616 — Amer. SS yI/ 
New Brunswick 2 ESET, =2o S576 (0S) =o4.5 = OOer 
Quebec Siig Sores — 269.8 = S040 ay 
Ontario — 288.1 Se Sess ii/ — 369.6 — 416.0 =A68-2 
Manitoba OAce = sere 434 —48.9 = 54:6 
Saskatchewan Soe > Sorel — 4274 =451 =— 54.0 
Alberta 1600) WO pears) —150;3 SS PES 
British Columbia 10/262 ea tee = ale — 138.9 = Otes 
All Provinces — 910.8 —=17002:9 “=1.416:.5° —=9-249'4° = 1387-6 
Yukon eo 2.4 = 2.4 24 Ses) 
Northwest Territories Sales Seis 32.0) =e} aoe 6 
Total = 914.6 = 00700 Sao S24 1392 7 
Note: Data may not add due to rounding. 
Table A-3 
Estimated Net Effect of Budget Tax Changes and Proposed Federal 
Savings on Provincial and Territorial Revenues, 1982-83 to 1986-87 

1982-83 1983-84 1984-85 1985-86 1986-87 

(millions of dollars) 

Newfoundland =—7.8 let Elsie: =O. fi = 243 
Prince Edward Island —Zal SP Soe ES) Ns} 
Nova Scotia 2 4 oo ho. =o =2ie3 
New Brunswick —A04 aoe = Pell ee 232975 
Quebec VZoe AB 7 10.3 10.8 2 ONO) 
Ontario 16:45 1442 =P Ths: oe — 404.9 
Manitoba 6.7 or = 0% 2200 =e 
Saskatchewan 14.0 = =o = lol —=26.3 
Alberta —43 (6,0) 05: —95.4 — 106.8 Se O.4 
British Columbia Orel = 2) = 49:2 —=bo"4 =94:5 
All Provinces titel 22274 AOU =15¥815).// = O4S 
Yukon =—149 =—2.9 Ss a 23) 200) 
Northwest Territories =(O)8 SNS) — eS ao S| 
Total 1689 22515 = 15) 051/51 S59 tee —799.4 


Note: Date may not add due to rounding. 
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